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OPERATIONS OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


WEDNESDAY, JUNE 9, 1954 


House or REPRESENTATIVES, 
ComMMITTEER ON MERCHANT MARINE AND FISHERIES, 
SuBCOMMITTEE No. 3, 
Washington, pies op 

The subcommittee met at 10:10 a. m., pursuant to call, Hon. John J. 
Allen, Jr. (chairman of the subcommittee) presiding. 

Mr. Atuten. The subcommittee will come to order. The com- 
mittee is about to undertake hearings with regard to several questions 
which concern the operation of the Panama Canal. The first basic 
consideration is under the general jurisdiction of each committee 
which has the duty of supervising the execution of laws which have 
originated in the committee; and in that regard the committee is 
hopeful that the manner in which Public Law 841 of the 81st Congress 
has been carried out will be fully discussed. 

In addition to that subject, a little over a year ago the General 
Accounting Office made a report concerning the Panama Canal in 
which it listed 13 recommendations for congressional action. We 
expect to discuss those recommendations and whatever action should 
be taken upon them. 

Furthermore, there have been at least two other questions formally 
up before us: The bills recently introduced by Mrs. Sullivan and Mr. 
Dorn were introduced at the request of interested parties in order that 
the questions presented might be in printed form and definitely stated 
and before the committee. 

Similarly the bill which I recently introduced, which has to do with 
certain interest charges and depreciation and other accounting matters 
at the request of the American Steamship Association is likewise 
introduced in order that the question might be definitely stated before 
the committee 

We have furthermore the information with regard to the Booz- 
Allen-Hamilton report, and the various criticisms made from time to 
time by the subcommittees on appropriations dealing with the financ- 
ing of the Canal operation, which bring before us the consideration of 
whether or not that report Is a well-founded report, and whether some 
action on the part of this committee should be taken. 

I think I have stated gene rally the objectives which we have before 
us. Does any member of the committee wish to add any thing to 
that statement? If not, then we will proceed with the hearing. 

And we are very pleased, Governor Seybold, that you have the 
time and opportunity to be with us; and we’d like very much for you 
to discuss the situation and open this hearing. 

Would you identify yourself for the record, and make such state- 
ment as you care to make? 
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STATEMENT OF BRIG. GEN. JOHN S. SEYBOLD, GOVERNOR OF THE 
CANAL ZONE AND PRESIDENT, PANAMA CANAL COMPANY, 
ACCOMPANIED BY MERRILL WHITMAN, SECRETARY, PANAMA 
CANAL COMPANY, AND PHILIP L. STEERS, JR., DEPUTY TO THE 
COMPTROLLER, PANAMA CANAL COMPANY 


General Seysoip. Thank you, Mr. Chairman. I am Governor 
of the Canal Zone. My name is John 5. Seybold, brigadier general of 
the Army 

| would like to introduce the members of my staff who are here 
with me today. Mr. Merrill Whitman, on my left, who is the Secre- 
tary of the Panama Canal Company, and who is normally stationed 
in Washington; and Mr. P. LL. Steers, on my right, who is Deputy 
to the Comptroller. 

I would like to read a statement, Mr. Chairman, covering my views 
of the operation generally of Public Law 841 to which you have 
referred 

Mr. Chairman and members of the committee, as Governor of the 
Canal Zone and President of the Panama Canal Company, it is a 
pleasure to appear before your committee and discuss with you the 
results of operation of these agencies under the act of September 26, 
1950, Public Law 841 of the 8ist Congress. ‘Time has not permitted 
the advance submission of these comments to the Bureau of the 
Budget 

Public Law 841 was passed after an intensive investigation and 
study by this committee in the course of which the committee had 
the benefit of the advice and counsel of the President of the United 
States, the Bureau of the Budget, and the General Accounting Office. 

The 1950 reorganization legislation followed about 2 years after 
the formulation of this committee and adoption by the Congress of a 
Federal charter for the corporation then known as the Panama Rail- 
road Company. This legislation was also adopted after intensive 
consideration by this committee in the course of which the committee 
had the benefit of the advice and recommendations of the Bureau of 
the Budget and the General Accounting Office. 

A brief review of the hearings and reports of this committee on the 
1948 and 1950 legislation is sufficient to demonstrate the great care 
with which this committee has considered and acted on legislation 
establishing the form and methods of operation of the Panama Canal 
Company and Canal Zone government 

The results of operation since the 1950 legislation has served to 
establish that the overall approach of the Congress to the problems 
involved in the operation of the canal enterprise has been generally 
sound and that the form of organization prescribed by the 1950 act 
has been appropriate to the efficient accomplishment of the mission 
of the canal agencies. 

I can properly say that all who are closely involved in the respon- 
sibility of the operation of the Panama Canal agree that Public Law 
841 does furnish in general a competent tool for the successful opera- 
tion of the canal and its associated activities 

Operational experience with this mechanism has been relatively 
short but sufficient to determine that beyond legislative changes our 
basic problem has been the education of the Company’s own direct 
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management groups and the several controlling and advisory bodies 
of the government charged with the supervision of the Panama Canal 
and Canal Zone. 

Operating results: The operational mission is primarily the opera 
tion of a waterway for the movement of ships from one ocean to the 
other. 

As a part of the operation of the waterway, it is necessary for the 
Company to maintain and operate various subsidiary enterprises which 
provide for the needs of shipping and employees engaged in the opera- 
tion of the canal and Government of the Canal Zone. 

Measured in terms of its primary mission there can be little doubt 
that the operation of the canal under the reorganization legislation 
has been a success. In the fiscal vear which ended on June 30, 1952, 
7,298 oceangoing vessels passed through the canal for which tolls 
were paid or credited in a total amount of $30,409,499. 

In the fiscal year that ended June 30, 1953, 8,474 oceangoing ships 
passed through the canal for which tolls amounted to $37,530,000 

In the first 10 months of the current fiscal year 7,165 ships had gone 
through the canal with tolls amounting to $31,190,000. 

The total number of ships which transited the canal in fiscal year 
1953 and the amount of tolls collected and credited were the highest 
in the history of the canal 

Since the reorganization of the canal agencies became effective on 
July 1, 1951, the Panama Canal Company has been recovering in the 
aggregate all operating costs including depreciation, interest, the net 
cost of the Canal Zone Government and funds for the commencement 
of the major rehabilitation of obsolete facilities. 

Over the same period of time, while the workload of the Company 
increased to a record high of the number of ships moved from one 
ocean to the other, the number of employees of the Panama Canal 
Company and Canal Zone Government in the Canal Zone was re- 
duced from 18,635 on July 1, 1951, to 14,988 as of April 30, 1954, a total 
reduction of 3,647. This decrease in employment has resulted from a 
continuing program initiated by the management to effect economies 
and improve efficiencies wherever possible. 

This program has involved internal reorganization to consolidate 
activities with related functions, the discontinuance of unprofitable 
activities that have been found to be nonessential to efficient operation, 
and contracting for services in construction and maintenance programs 
instead of performing such work through the use of the regular force 
of employees of the two agencies. 

In the light of the primary mission of the canal to move ships from 
one ocean to the other, the general program contemplates further 
consolidations and reductions of subsidiary supporting activities 
This will necessarily diminish the volume of business of those activities 
and consequently reduce their ability to assume a greater burden of 
fixed charges of the organization. This, however, is by far offset by 
accomplishing a much greater reduction in operational costs and 
reduction in capital demands. 

The cumulative effect of the current program of economy and 
retrenchment is concretely illustrated by the changes in the program 
for the construction of new quarters to house employees of the Panama 
Canal Company and Canal Zone Government in the Canal Zone. 
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This program was commenced prior to 1951 with plans to construct 
new quarters for United States-rate and local-rate personnel at an 
estimated cost of approximately $80 million. The program called 
for the construction of several new townsites including a new town 
for local-rate employees at Cardenas and a new center of population 
for United States-rate employees at Summit, C. Z., which is located 
several miles from the present community at the Pacific terminal 
of the canal. 

Upon reappraisal of the housing program after I assumed office as 
Governor of the Canal Zone, it was determined that it would be 
unnecessary to construct the number of housing units originally 
included in the program and that in view of the substantial reduction 
in the number of employees to which I have referred, it would be 
unnecessary to continue the construction of the new townsites at 
Summit and Cardenas. 

In the course of the continuing reexamination of the housing pro- 
gram, it was also determined that there should be no further con- 
struction of new quarters for local-rate personnel in view of the pro- 
gram for the eventual housing of all citizens of Panama in the Re- 
public of Panama rather than the Canal Zone. 

The reexamination of the housing program in the light of the future 
needs of the Panama Canal Company and Canal Zone Government has 
resulted in a reduction in the cost of the program from $80 million 
to approximately $27 million. Because construction under the orig- 
inal program had been well advanced during 1951, the substantial 
reduction in the program made necessary the discontinuance of work 
on the development of the new townsites where preliminary work had 
already commenced. 

This necessarily resulted in some immediate loss of investment in 
preliminary work but such losses are insignificant in comparison with 
the overall saving effected by stopping construction in those areas. 

The new policy which contemplates the housing in the Republic of 
Panama of employees who are residents of the area will make possible 
substantial reductions in the activities of providing services for such 
employees in the Canal Zone. It will hs be responsive to the ex- 
pressed desires of the Government of Panama to have their citizens 
live in the Republic where they will be integrated into the economy 
of Panama rather than remain an isolated community of citizens of 
Panama outside the juris adic tion of that country. 

Contribution of Board of Directors: The economies and improve- 


ments in efficiency of operation effected in the canal agencies since 
1951 are attributable in no small measure to the type of organization 
of the enterprise prescribed by Public Law 841 That law requires 
that business-type activities be administered on a businesslike basis 
by use of the corporate form of organization that has been so success- 
fully applied for the conduct of business in the United States. 

An essential part of the corporate form of business activity as 
aeveloped in the American b isiness community Is a board of d lirectors 
vhich brings to the management of a company the benefit of the 
experience and varying points of view of a group of men who fre- 
quently are associated in t same capac ity with a number of pDuUSsINess 
operations and are in a position to make some special contribution 


o the management of the corporation 
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Inasmuch as the Panama Canal Company is an activity of the 
Federal Government, the Board of Directors of the Company includes 
men with experience in the Government as well as directors whose 
background is primarily that of private business. The Company 
has been fortunate in the ability of the stockholder to induce qualified 
men with recognized stature in the business community and in 
vovernment to serve on the Board. 

The members of the Board of Directors have devoted a great deal 
of time and energy to the development of sound policies for the guid- 
ance of management in the operation of the Canal enterprise. The 
Board meets reg rularly both in the United States and in the Canal 
Zone. It also sends subcommittees to the Canal Zone as necessary 
to study the operations of the Company and to confer with manage- 
ment on current problems. 

In common with the usual form of corporation organmizatio the 
charter of the Panama Canal Company as amended by Publie Law 
$41 also contemplates that the executive head of the corporation shall 
I 1e president of the corporation who 1s eu “apa for the operations 

ie Company within the framework of the policies prescribed by 
the Board of Directors The executive head of the a renecy resides 
in the Canal Zone énd is charged with the responsibility for the day 
to-day operations of the Company 
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The corporate form has been used widely in business activities 
the United States through a period of business expansion and activity 
that has never been paralleled in history. The use of the corporat 


form has not been accidental but is a product of a century of experience 
that to date has not developed any more efficient form of organization 
for the operation of business activities 

The use of that form in the canal enterprise is justified not only in 
theory but in the light of the practical results since the reorganization 
To insure the continuance of the efficient operation of the enterprise, 
however, one of the dangers to which the Congress should be alert 
is the dilution of the corporate form by unwarranted encroachments 
on the authority of the Board of Directors and management of the 
corporation by those without responsibility under the law for the 
results of operation. 

Employee relations: In common with other business enterprises, the 
success of the Panama Canal Company = the performance of its 
mission is dependent on the ability of the Company to recruit and 
hold competent employees. This problem is more difficult for the 
Canal Company than for ordinary business operations in the United 
States because of the necessity to obtain from the United States an 
essential group of technical, skilled, administrative, and supervisory 
employees who are not only qualified for employment on the basis of 
training and experience but who also are ae able to work in 
the adverse tropical physical environment of the Canal Zone. 

These employees must be persuaded to leave the ‘ir residences in the 
United States, accept the limitations and hazards of a small tropical 
community and remain in the Canal Zone for a sufficient length of 
time to avoid or minimize repeated uneconomical recruitment in the 
United States with concurrent losses in efficiency on the job which 
inevitably accompanies a high rate of turnover. 

The primary factor in maintaining a stable force of employees under 
these conditions is, of course, the rate of compensation paid to them 
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This factor has been recognized by the Congress from the time of the 
beginning of the canal enterprise and payment of Canal Zone em- 
ployees at a rate 25 percent in excess of rates in the United States has 
been continuously authorized. 

Last year in connection with consideration of the rates of pay of 
employees of the Panama Canal Company and Canal Zone Govern- 
ment, the Appropriations Committees of the Congress requested that 
an independent survey be made of the compensation of our employees 
and that the report of the results of the survey be made to the legis- 
lative committees of the Congress. 

In accordance with that request, the Panama Canal Company 
employed the management consulting firm of Booz, Allen & ee 
ton to make such an independent and comprehensive study, and ¢ 
report of the result of the study was transmitted to this suiniadites 
under date of December 23, 1953 

The report prepared by Booz, Allen & Hamilton which was sub- 
mitted to this committee not only recommended the retention of the 
present 25 percent pay differential but the consultant also recom- 
mended that the differential be made free of income tax, that rentals 
on Company housing be reduced by 50 percent, that free transporta- 
tion be provided from the Canal Zone to the United States once every 
2 years for employees and dependents on leave, and once each year 
for children of employees in their last 2 years of college in the United 
States, and that the then status of other fringe benefits, which included 
at that time free hospitalization and medical care, be retained. 

The report prepared by the consultant was transmitted to this 
committee with the general concurrence of the Board of Directors 
and the Governor and with comment on each of the specific reecom- 
mendations. 

As stated in the letter of the Chairman of the Board of the Panama 
Canal Company to the chairman of this committee, transmitting the 
Booz, Allen & Hamilton report, the report demonstrates clearly 
that not only should the present salary differential be retained but 
that additional compensation or offsetting benefits are required in 
order to secure for the Panama Canal Company and the Canal Zone 
Government a competitive recruiting position in the labor market 
and a stabilized efficient work force. 

During this session of the Congress I have emphasized in my 
testimony before the Appropriations Committees that the success of 
the program of reducing the number of employees in the Canal Zone 
Lo the minimum essential for efficient operation depends upon the 
adequate compensation and fair treatment of those employees who 
are retained on the job 

| have already referred to the desire of the Government of the 
Republic of Panama to integrate into the Panamanian economy those 
Panamanian employees of the Company-Government. Such a pro- 
gram would not only benefit the Government of Panama but will 
eliminate the necessity for providing housing, schools, and facilities 
for other services to such employees who will form a part of the com- 
munity residing in Panama, rather than a part of the Canal Zone 
community 

This will not only satisfy a natural aspiration of the Government 
of Panama, but it will also be consistent with a reduction in the 
volume of supporting activities in the Canal Zone. It will also be 
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in accordance with the worldwide policy of the United States generally 
in the employment of citizens of other countries in the connection 
with the operation of other activities in the Government overseas 

Duplication of activities: The Panama Canal Company and Canal 
Zone Government have been working with the military departments 
of the Department of Defense to eliminate any unnecessary duplica- 
tion of activities as between the civilian and military agencies in the 
Canal Zone. 

In all, 46 types of activities have been analyzed, and consolidations 
have been effected to some degree in 13 areas including retail food 
stores, bakeries, cold storage plants, motor vehicle maintenance and 
repair facilities, motor vehicle pools, storage and handling of petro- 
leum products, ship repair, harbor craft, construction materials, 
photographic activities, maintenance of heavy construction equip- 
ment and police activities. 

The Panama Canal Company and Canal Zone Government will 
continue to cooperate with the armed services to further develop 
this program. 

Consolidation of some of the remaining activities, while appearing 
desirable on the surface, on further investigation prove questionable 
as to their saving or economical return. As all activities operated in 
common by one organization for one or more others greatly increase 
the administrative burdens, these suggested unifications or elimination 
of alleged duplication are subject to further study. 

Physical plant: Before proceeding to a discussion of the fiscal 
features of the reorganization legislation, reference should be made to 
the obsolescence and necessity for enlargement or replacement of 
some major parts of the physical plant involved in the operation of 
the canal enterprise. 

The foremost questions in this connection are, of course, the 
sufficiency of the present waterway to meet the demands of future 
commerce and its vulnerability to attack in the event of war. During 
the past vear the Board of Directors has approved a plan to increase 
the dependable capacity of the waterway by making certain changes 
in the locks and to investigate the possibility of improving the 
navigability of the canal under adverse weather conditions. 

The first phase of this plan which makes possible the emptying 
and filling of the lock chambers with greater rapidity is nearing 
completion. When finally completed, the changes effected in this 
particular phase of the plans will increase the capacity of the canal 
during periods of overhaul by approximately 25 percent. The plan 
does not, however, effect any basic structural change in the locks, 
the dimensions of which now preclude the use of the canal by the 
largest ships. 

There is indication that the trend in design of both military and 
commercial vessels is toward ships of greater beam and length, but 
if this growth is confined to the present rate, there is no indication 
that the merchant ships of the world will increase in size to the point 
of making our locks obsolete for a number of years to come. 

A radical change in ship design caused, for example, by develop- 
ment of new propulsion units, which might make commercially advan- 
tageous ships of different and much larger design, would entirely 
change this position. This would not be accomplished within a period 
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of a few years, and the appearance of such evolution would give ample 
time to meet such newer requirements 

The above statements refer only to ships generally used in com- 
mercial commerce. Certain types of military vessels are presently 
unable to transit the canal, and also, the vulnerability of any lock- 
type canal to attack by modern weapons is apparent Here we are 
dist ussing the canal and its physical plan from the commercial view- 
point only 

Much of the equipment now in use at the canal was installed at 
the time of original construction of the waterway and is now either 


worn out or obsolete For example, the electrical system originally 
installed is a 25-eyele system It must now be replaced because it 
is worn, necessary replacement parts cannot be obtained, and the 
system is uneconomical and inefficient in operation Accordingly , the 


company has embarked on a program to convert the system to 60- 
cycle operation at an estimated cost of approximately $13 million 
During the last dry season it was discovered that a situation had 
developed at Contractors Hill, which by the way is on the wall of the 
eanal in Gaillard Cut, indicating a danger that rock from the hill 


might fall into the canal and close the eanal to traffic for a substantial 
period of time Prompt remedial action was initiated, of which the 
ymmittee may be aware, and we are now engaged in a program of 
removal of rock from the hill at a cost of about $3! million. 
For some time a project has been under way for the widening of the 
eanal at Gaillard Cut, and the Board of Directors has recently approved 


a new project to deepen the harbor at the Atlantic entrance of the 


inal to provide for the safe navigation and anchorage of oceangoing 


‘ ‘ ] } 
| might sav the deeper drat oceangoing vessels because the 
Ane hor re area within the breakwater of Colon Harbor could hardly 
take with safety vessels with draft of about 36 feet [t is of vital 


importance that that anchorage area be increased to take ships of 
around 4 at least to hav a 40-foot depth to allow suffielent water- 
way 

Fiscal problems of reorganization: The transfer of the waterway and 
other business activities to the Panama Canal Company under the 
terms of Public Law 841 required substantial changes in the financial 
and accounting systems and procedures relating to their operation 
In accordance with the requirements of that legislation an entirely 
new accounting system and basic accounting policies have been de- 
veloped and installed with the cooperation and assistance of the 
Accounting Systems Division of the General Accounting Office. 

Since the date the reorganization became effective, first priority 
has been given to a study f the value of properties transferred to 
the Company as required by the law. A preliminary appraisal and 
inventory of the properties so transferred has been completed and 
firm policies governing the valuation of the properties as well as the 
rates of depreciation and obsolescence have been developed. 

For fiscal as well as other purposes, the administration of the 
Panama Canal Company has construed the charter of the Company 
as establishing that the primary mission of the Company is the 
maintenance and operation of the Panama Canal for the movement 
of ships from one ocean to the other. As a part of that mission and 
in view of the provisions of the international agreements under 
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which the canal is operated, the Company iS required to provide 
and operate most of the supporting service facilities, which nor- 
mally in the United States would be furnished by public or pri 
vate business. 

Many of such services must also be furn shed to the Canal ZO 
Government and to the employees of both agencies who reside in the 
Canal Zone In establishing such essential supporting services, thi 
Company has sufficient capacity to serve, when requested to do si 
other United States Government and essential private agen 


I inh 

the Canal Zone and to a limited extent the Government of Panama 
Under its charter, the services of the (‘om pany ar therefore. 
rendered to three principal types of users: first, shipping; second 
employees of the Company Government; and, last, other users of 
supporting service facilities Each of the thre types stand In a 


somewhat different relationship to the C ompany. 

In the establishment of financially sound and equitable charges 
for the various parts of the service, such differing relat‘onships must 
be recognized and taken into account. 

The method of establishment of tolls for the use of the canal 
prescribed by the statute and will be referred to later. All other 
services to shipping are charged for on a commercial basis, sufficient 
to cover all costs, direct and indirect, and to reflect the economic 
value of the service rendered and sound business practice. 

Services provided by the C — to its own employees and to the 
employees of the Canal Zone Government are rendered to the extent 
necessary to the satisfactory accomplishment of the Company’s mis- 
sion. Amounts received in payment for such services, are, in effect, 
recoveries of cost and are not true revenues from which income or loss 
can be said to arise 

Sums recovered from employees over and above the direct operating 
cost of the services provided are classified as recoveries of some share 
of the corporate charges of the Company. Any unrecovered cost of a 
service to employees is part of the cost of e mploying workers. 

The pricing of employees’ services involves considerations of wage 
and salary polic y and recognition of the existence of abnormal operat- 
ing costs due to tropical conditions and locations, which, under some 
circumstances, employees should not bear 

Sales in which the Company’s own supporting service facilities are 
made available to organizations and personnel not involved in the 
canal enterprise are mostly in the nature of incidental or byproduct 
transactions in that the service would not have been established for 
such sales alone and they add relatively little to the general corporate 
overhead. 

As in the case of transactions with employees, the amounts charged 
in excess of direct operating costs are recoveries of general charges. 
The important consideration is that all costs directly attributable 
such incidental services plus an appropriate share of general expenses 
are recovered from these consumers. 

What constitutes an appropriate share of general corporate charges 
to be recovered on sales of supporting services is a matter of manage- 
ment judgment in each case. The experience of private industry 
clearly demonstrates that the proper assessment of such costs cannot 
satisfactorily be determined by the application of rigid cost allocation 
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formulas which prorate overheads uniformly over canal customers, 
employees, and other users of supporting services alike. 
The assessment of overhead allowances against sales of supporting 
rvices on a basis consistent with rood business practices under the 
particular circumstances will produce larger contributions to general 
overhead in those cases where the pro rata allocation of such costs 
would make the price unreasonable or prohibitive 
\lthough this construction of the law has been questioned, notably 
by the General Accounting Office in its audit report for the fiscal year 


view of the management of the Con pany that the poliey 


yuthin onstitutes a reasonable construction of the statute 

On 1 other hand, a construction that would require allocation of 
general corporate charges to all activities of the Company on a fixed 
to Ha would he inconsistent vith the ceneral purpose of the law 
pro. ne’ tor operation oO! the canal enterprise on a businesslike basis 
and would pla an unreasonable and } npossible burden on the em 
plovees to provide for the financial support of th tintenance and 

eration of tl na 

The ( mpanys charte! iS ame nded by P bli Law S41] has also 
ven construed as not permitting the a rtization o1 depreciation of 
assets formerly classified as not de preciable These assets include 


the channel and harbors, breakwaters, excavation and fill for dams and 
spillways, locks excavation and fill, and the excavation for the drvdock 
at Cristobal 

The cost of these facilities, exclusive of interest during construction, 
has been tentatively determined to be about $273 million and accrued 
depre¢ ation at the transfer date at the rate of | percent per annum 
has been tentatively computed at $92 million In addition, non- 
depreciabli assets representing the acquisition of rights powers, 
privileges, and lands in the Canal Zone, in which approximately $13 
million has been invested, are currently neither amortized nor de- 
preciated 

Legislation to authorize the depreciation or amortization of these 
assets has been submitted to the Congress. Application of generally 
accepted accounting principles would require the depreciation or 
amortization of these assets to provide the Company with funds for 
the re placement of obsolete plant 

The charter of the Company provides that the Board of Directors 
shall have the power and duty Lo appraise at least annually its working 
capital requirements together with reasonable foreseeable require- 
ments for authorized plant replacement and expansion and to pav 
into the Treasury as a dividend any amount in excess thereof. 

In view of the substantial foreseeable requirements for plant re- 
placement and expansion, the Board of Directors has found that funds 
in the possession of the Company in excess of the needs of current 
operating expenses are necessary and should he retained in possession 
of the Company for such capital replacement and improvement 
programs. Such funds are deposited in the Treasury of the United 
States and do not increase the interest burden of the Federal Govern- 
ment 

Tolls: Under date of March 9, 1954, I submitted to the Congress a 
report of the Company’s continuing study of the rates of tolls for the 
use of the canal. This report stated that as of that date the existing 
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rates were sufficient to cover all operating costs, including interest and 
depreciation, as required by the tolls statutes. 

Although since the date of that report, traffic through the cana 
has continued to decrease slightly, the decline has not proceeded at 
as high a rate as had been forecast approximately 6 months ago 
The Company is maintaining current projections of traffic throug 


the canal and will, of course, take the steps necessary to increast 


the rate of tolis when and if required by the provisions of the statute 
Conclusions: The foregoing constitutes a brief report and statement 
of my views on the various subjects in which | understand the con 
mittee is interested at this tim In summary, the experience of 
management of the Panama Canal Company has been that the reo 
canization leg lation enacted in 1950 was well conceive a 


construed by the Company makes possible the successful operatio 


of the canal enterpris 


Phe us of tl corpo! form i conduct of this busines 
vctivity is highly appropri d the continuance of th s 
form of organization und th DOLICI ma procedures ou ( 
tris statement ll continue the furtherance of the interests of thi 
United States in the operation of the canal 

Mr. Auten. Thank you, Governor Seybold \s I mentioned 
you, Mr. Brownlow has a short statement he’d like to mak If vo 
have no objection id there is no objection by the committee, I'd 


like to have him make his statement at this time 

General SeyBoup, Certainly 

Mr. Aten. Mr. Brownlow, will you come forward You may stay 
right where you are, gentlemen 

Mr. Brownlow, will you identify yourself for the record and m 


such statement as you desire 


STATEMENT OF JAMES BROWNLOW, PRESIDENT, METAL TRADES 
DEPARTMENT, AMERICAN FEDERATION OF LABOR 


Mr. Brownitow. Mr. Chairman and ladies and gentlemen of th 
committee, my name is James Brownlow l am president of the 
metal trades de partment of the American Federation of Labor, whicl 
is composed of 15 international unions and 2 cooperating international 
unions, of which organizations the employees; that is, the United 
States-rate employees on the Canal Zone are principally members. 

There are some 3,200 members of A. fF. of i. unions of some 3,800 
United States-rate employees employed by the Panama Canal Com 
pany. 

I would like at this time, Mr. Chairman, to compliment very highly 
Governor Seybold on his administration of the canal, that is, the Canal 


Company as we have come to know his administration. And most 
certainly there isn’t anything that Governor Seybold said here in his 
testimony this morning but what we can subseribe to. That may 


seem somewhat unusual for a representative of a trade-union move 
ment to compliment publicly the management of an enterprise of such 
magnitude as the Canal Zone; but nevertheless that is the way 
feel about it; and it does not come as a result of what you might sa 
is currying the favor of Governor Seybold. We were there, as you 
have been there, and we | r 


oy 
siay 


ave seen what is going on down ther 
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\\ nad Occasion, as a result of the constant whittling away of the 
pen and orking condition and rie whittling down ol th em- 

\ 0 have a delegation go down to the Canal Zone last D« ‘embel 

quest of the employ members of the respective unions. | 

C4 eon oO! to be chairman of ha deli ratior 

1 1 > 

he period tl e there we had an opportunity, a ful 

‘ Oo yor s they pplv to the I ad 

‘ I OV } mat i em 
COI ! whic nev ' ) 

i tii “oOples OF My repor » President Meany and the internationa 

inio f tl sit. if 1 be of anv interest to the members of this 
“ 
4 ALLEN f ther no objection we will put at into the reco 
| eport | I 1 i¢ 1] WSs 
REPOR I PA MA CAN Zon} 

P ttot action of the tive council of the meta trades depart ent 
the p i of the ds ent visited the Republic of Panama and held a series 
of ’ th trade ‘ itat s and officials of United States 
Gover nt, ineludir the a anama Canal Company The following 
— atives from the United State ere assigned by their international unions 

na nate n t sit 

( X. Barker, international \ president, Internationai Brotherhood of 
Electr Workers: N. P. Weathersby, president, District No. 44, International 
Association of Machinists; k. F. Hines, general organizer, International Associa- 
tion Structural Iron Workers; John L. Spalding, general organizer, United Asso- 
ciation Plumbers and Steamfitters; William C. Hushing, chairman, legislative 
department, American Federation of Labor 


Later, George Richardson, secretary-treasurer and Brother William M Price 
of the Fire Fighters joined the group, and Brother Rufus Lovelady, internationa 
president of the American Federation of Government Empuioyees, a resident 

f the Canal Zone also participated In the nany meetings. Also present was 
American Federation of Labor Latin American Representative Serafino Romualdi. 
The representatives of the various local unions of the internationals wit} 
nembers emploved on the Canal Zon participated in the several meetings and 
yperative. The president, Walter Wagner, Legislative Representa- 

Howard Munro and Curtis Coate, wage board member, as did several others, 
gave unstintingly of their time. The respective international representatives will 
make separate reports to their internationals on the activities of the members of 
their own local unions 

A full meeting of the delegation with the presidents of the various local unions 
was held on the day following arrival of the delegation. At this meeting the manv 
the United States-rate employes were discussed. Follow- 
ing these meetings the delegation conferred with Governor Seybold of the Panama 
Canal Zone: with Lieutenant General McBride, commander in chief of the Carib- 
bean Command; Major General Whitlock, representing the United States Army 
Major General Hood of the Air Force; and Captain Patterson of the United States 
Navy; Mr. Memminger, attaché and Mr. Moberly, second secretary of the United 
States embassy. 

The purpose of these meetings was to acquaint each other with the problems 
involved and attempt to bring about mutual cooperation. All officials of the 
military, and the Canal Company as well as Embassy representatives with whom 
we came in contact were most cooperative and displayed a sympathetic interest 
in the problems of the United States-rate civilian employees. Gov. John S. 
Seybold made available to the committee opportunities to visit the many installa- 
tions on the zone, both of the canal facilities, housing, schools, hospitals, and so 
forth, in addition to meeting at length with the full delegation. 

Among the principal concerns of the representatives of the employees were the 
treaty negotiations which are in progress at the present time, and the belief that 
these treaty negotiations may result in further restrictions upon the privileges, 
wages, and working conditions of the United States-rate employees. Up to the 
present time this has not materialized. It is not proposed in this report to give 
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\ 1 later a further informatior made a : ‘ . 
I Ss ol i exte of the Bo \ «& Ha ti and { 
negotlatlolr 
The Metal Trades Department, its affiliated internationa sl dace and their 
ocal unions, in addition to othe American Fr. Labor oO hose 


members are emploved on the Canal Zone, hav: 





the constant whittling-away at the conditions of 





rate citizens on the ZO This whittlir -AWAYV tn sed 1 i 
succeeding session of Congress, at which time ‘ ntroduced or rid 
attached to bills eliminating one or another provision of employment. Chis 


has resulted in the increasing of job content; the elimination of many of the occupa 
tl mS i! } | , 


tiallv filled by United States-rate workers: increased costs of livir ynd 
ther acts which make employment of United States citizens in the Canal Zone 





more difficult 

It must be remembered that initially, emplovees were recruited in the United 
States to assume the work in the Canal Zone under the most unfavorable cond 
tions and of necessity there was some inducement made to the American citize 
to make the sacrifices necessary in giving up his home in the United States and 
changing his environment from that of the average United States citizen to become 
& pioneer O7 colonial worker in a sister republic, even though the Canal Zone proper 
is a United States Reservation approximately 10 miles wide by 50 miles long 

The unions have taken the position t t it was unfair to offer inducements to 
United States citizens to accept employment in the Canal Zone and then after 
wards change the provisions of employment. The United States has a moral 
obligation to use every effort to improve the standards of the employee of the 
Canal Zone, rather than decrease them through congressional action 

The results of the discussions and the conclusions reached were made the basis 
of a series of recommendations by the President of the Department and _ his 
associates. Among these recommendations were the following 

1. That the 25 percent differential in pay, which is essential for just remunera 
tion, be continued 

2. The elimination of the income tax, which was never contemplated when the 
employees were initially hired. 

3. That commissary privileges be restored to the status they were when the 
employees were originally hired as of a period prior to 1940 

1. That housing costs be reduced to an amount commensurate with those which 
were in effect when employees were first brought into the Canal Zone 
5. That the medical, hospital and other health costs be borne by the United 
States. It is the duty of the United States to protect the he alth of its citizens 
this area. 

6. That there be some security of employment and that a minimum work force 
be provided for to the end that fluctuation of employees will cease. 

In addition to the above the committee recommended strongly that the mini- 
mum rate for local rate workers in effect in the United States be made applicable 
to the local-rate workers in the Canal Zone. We further recommended that the 
principle of equal pay for equal skill and work be made applicable to local-rate 
workers, this not to include the 25 percent differential for local-rate workers 
Further, that a full-time representative be employed to represent the United 
States rate workers in their dealings with the respective agencies which may be 
their employers in the Canal Zone and to serve the membership of the several 
unions. 
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Re 1 ring the recom lations were later adopted by the Metal 
les Cou ind the Ce I La ly 1mong them being one calling for 
4 minimu wage of 75 cents per | for all persons employed on the Canal Zone 
a er calling for equal pay for equal work, with equal qualifications One 
oth vas to hire a paid, full-time business manager to handle the labor unions’ 
ffa Canal Zone 
| 4 the Toliow red resolutions were ado 1 
| That e Met [rade Department AFI continue to nfignt to defend a i 
| Stat ( r t nm the rent treatv negotiations between 
[ 5 i 
ades Di t t, AFI yntinue to support and maintai 
) nt differential f | ted State tizens in the Canal Zone 
ly ) t, AFL, cont ie its efforts to eliminate 
e ( 
Tra ent \FI { e ipport and manta 
taal + ahead ed i NR eel as ‘1 
| \1e l I f Oo rrect. th 
i ‘ t ( yyy SA 
‘ I 8) | i r free dical 
( { st ) ee 
I Metal Tra Department, AFL, take steps to obtain a policy of 
( t t ‘ 
pry Metal Trades Department, AFL, take such action as is necessary 
ne k force f e Canal Zone 
9 That monthl aison meetings | eld with the United States Embassy 
Arr Navy. and Air Force Such meetings with the Panama Canal are 
‘ 
BY Panamanian cit t i in the Canal Zone be aimed at their 
ecoming better Panamanian citizens 
1] That no organization can take the place of the labor union in the economi 
i peopie 
Chat the legislative representative of the CLI MTC proceed to Washington 
cal conditions pert 
concluding this report, the president of the Metal Trades Department would 
i close liaison be maintained between the International Unions and their 
with members employed in the Panama Canal Zone; that there be 
requent visits to this area by International Representatives; that ever) 
ducement be made to encourage United States rate employes who are not now 
rs of unions to join the unions representative of the work they are per 
! g every assistance be made available to these employees to retain the 
tandards of emplovment at the highest level Full support of the legislative 
program of the unions of the Canal Zone should be given by the International 
| ind r representati\ 
Much more could be said about conditions of employment in the Panama Canal 
e responsibility olf e United States Government to these employees 
conditions under which they live and work; the effect upon their families, and 
i United States rate emplovee in this area. This is a factual state 
ment of e series of events occurring both during the time of our visit and sul 
pectfully submitted 


J. A. BROWNLOW, 
Pre ent, Metal Trades Department, A. F. of L 


Mr. Browntow. I[t isn’t too long, and I bring it principally, Mr. 
Chairman, so that the committee will know that what I am saying 
here is something that I have said as far back as last January. 

The history as to the employees of the Panama Canal is, of course, 
not only an interesting one, but, if I possessed the capacity, I would 
say to you that it is a most thrilling one also. Starting as far back as 
1904 and 1905, requests were made of the American Federation of La- 
bor construction unions to make available to the various contractors 
lled workmen, so that the construction of the Panama 


Cana ld and would progress in a manner in which the contractors 


nd others ski 


’ I 
if C1OV" ment teit that it should 
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So I say to you, and I say it with full pride, that it was the skilled 
workmen, in addition of course to the engineers and the various sani- 
tation officers, that did construct the canal. So it is not any strange 
operation to us. And let me say this, that during that period the 
conditions, of course, which applied to the emplovees were far superior 
to those that apply at the present time 

| Say this with some reservation that it seems that some look at the 
Canal Zone and the conditions under which the employees lived 
during the most favorable times I ar ure that if the Members 
of the Senate and the Congress could sp nd a full vear down there and 
see some of the inconveniences with which the housewives and tl 

mpl yvees are confronted the vear round. thei wouldn ve th 
intense desire as evidenced on the part of some to take away some of 
the extra provisions which lead to en provment nd les 1 to the 
people remaining on the Canal Zone » wor] 

Now, there is one thing I wish to make extremely clear at the 
moment so there can be no question about the position of the American 
Federation of Labor or the metal trades department; and that 
that we don’t want to see what is remaining of the American merchat 
marine saddled with any additional burden 

We feel that one of the things we all should he interested in 
permitting the furthering of the merehant marine and an expanded 
American merchant marine, rather than saddling it with the addi 
tional costs, whether it be through the medium of increased tolls, o1 
what it might be. 

[ have the very definite feeling and opinion that, the Genera 
\ccounting Office notwithstanding, the obligation rests solely with 
the United States as a whole, and there should be direct subsidy for 
the operation of the canal rather than the burden borne by thi 
employees or by the American shipping interests which may hav: 
occasion to use that canal 

There is one other matter which I wish to mention just as a fiat 
statement I have read three of the bills that have been introduced 
| believe. by Congressman Dorn, and Mrs. Sullivan, that is H. R. 9429 
and H. R. 9433, and the other one by Mr. Allen, the chairman of this 
committee, as stated in the title, by request. Apparently it comes 
from the shipping interests, in which they suggest that there bs 
members of the Board of Directors who shall be practical shippers, o1 

least, have a full knowledge of the shipping industry. 

Of course, we add this to it: that most certainly we feel there should 
te a member of labor on that Board of Directors also 

Going back to the direct problems that we feel we are confronted 
with, you will recall the Kaplan Committee, headed by Professor 
Kaplan, from one of our universities, and in which there was a repre 
entative from labor, and one, I believe, from the Department of 
(‘ommerce 

They made specific recommendations to the Secretary of the Army 
relative to the rental condition on the canal—-that is, of the houses on 
the Canal Zone. Then this was followed by the Booz-Allen-Hamilton 
report. Needless to say, there is no point of my repeating, I listened 
very attentively to the Governor's statement; and I noted he com 
mented on this report; and certainly we feel that the recommendations 
of not only the Kaplan Committee but that which was supplemented 
\ the Booz-Allen-Hamilton report be put into elflect 
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It is all ver vell for people i the United States to Situs that the 
folks down there have it reasonably good But one of the things that 
va ( nn tf seems to me, 1s that we are taking 
D tL ol | ted Sta and over : period i Vears, ae tually 
~ { ! n the ¢ Low nd they have 


But when we have done that we have pulled them right up by the 

ro Line ive ha ( tablish new lives and new homes down 
Lames Their families don’t have 

the pportunities t t thev mav have here 1 the United States: 
the Luce E O1 Ul children does not exis And if | mav carry 
} little bit irther, what « yportunit presents itself for the boy 

or tl rl the j 
i ati and the mother either have to take the family and bring 
then to t! United States: or they hav: tO Say to their son and 
faa You go to the United States, and take your chances up there. 
() ave this other possibility. If you’re a daugchte you can 
r here with us and just become part of this community; and if 
youre a DOV you Cal follow u my footsteps and either become a 


pipe itter or a boilermaker or an engineer, and with a fair possibility 
that you might, if vou’! extremely good, rise to the capacity of 
some ‘sort of a minor supervisol 

Now, that is one of the conditions, it seems to me, Mr. Chairman 
and members of this committee, that we have got to give some con- 


sideration to. This isn’t a case of taking a trip there on a holiday 
and seeing fine lands and apparently nice homes to the left of us, and 
splendid houses and commissaries to the right here is more to it 


than that 

If a family is going to remain integrated down there, then it calls 
for much greater sacrifice on the part of the breadwinner or the wage 
earner than he can ever get out of his income down there. The 
family life is disrupted unless they want to continue as they have 
done stay at that same level 

| went into many of those houses. Very frankly, whether they are 
happy to see us or not, I don’t know, they go out of their way to make 
any body from the States welcome down there. And also it might be 
of interest to you, Mrs. Sullivan, if you have not been down there, to 
see what efforts the housewives have to make to keep termites, and so 
forth, out of a loaf of bread I don’t know whether they eat bread, 
but they certainly eat something down there. 

And also the beds—the posters of the beds have to be set in creosote, 
and so forth, to keep out the—I wouldn’t call them vermin, but, 
nevertheless, insects that they have down there from bothering them. 

(nd bear in mind this also—the chairman, I am sure knows better 
than I—that the nice months are beautiful; but the rainy season and 
the hot season are something else again. 

Mr. Dorn. Do they have any other season? 

Mr. Browntow. Yes. I would commend to you the month of 
December. I would very much like to spend each December down 
there. I would prefer it very much to Miami, Fla., for instance, 
from the standpoint of climate, and so on, right at that time. But 
there are some bad months. 

I would also suggest to the members of the committee, if they have 
not done so—and I think the chairman has, as a matter of fect, I 
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believe, at the time he and I talked about it—and to get a pretty 
good concept of what goes on in the Canal Zone and the country of 
Panama, that perhaps reading the book The Chagres would give an 
insight that does not come out in testimony, but nevertheless gives 
a very vivid picture 

But there is another thing that gives me considerable cause for 
alarm—and I am not attempting to wave the flag, nor am I attempting 
to exaggerate what I think is an actual condition. I believe that just 
as long as that Canal Zone and canal is there, and just so long as it is 
under an American protectorate or an American possession, we cannot 
expect that anybody else except American mechanics are going to 
operate it, and that Americans are going to administer it; and that 
doesn’t mean the military end, but the civilian end 

i was somewhat astonished when I saw some of the equipment that 
vas initially put in there, still in operation; and the ingenuity with 
which the Army engineers and the engmeers down there, and the 
mechanics, had kept that equipment and brought it up to date the 
valves and so forth that operated the locks 

And it is impossible to believe that overnight you could expect 
that the United States Army or a group from the United States coulc 
go down there and operate that canal efficiently. Certainly we could 
after a certain length of time; but it would be difficult to determine 
just how much harm might be done in the interim 

So they need those mechanics down there It has been their life 


in most instances: and it has been the life of their wives and children. 


Of course, it has been a matter of choice But this growing trend of 
training Panamanians to sueceed Americans, it occurs to me, is 
doomed to fail, unless we are cong to reach the conclusion and | 


am sure we are not that somebody else is roing to operate this 
canal rather than ourselves. 

We have got to keep a strong nucleus of Americans there; and when 
I say ‘“‘Americans’”’ I mean of United States-rate employees. And I 
am a little bit disturbed about this, about the trend to teach the Pana- 
manian not to become a good Panamanian citizen but to become a 
United States citizen 

Now, I don’t know whether some day somebody has in mind 
that we might change our immigration laws or naturalization laws or 
something. But certainly there isn’t any point in the United States 
teaching a Panamanian who is employed on the canal how to be a 
United States citizen. It seems to me that we should be interested 
in teaching him how to be a good Panamanian citizen so that he would 
not be subjected to the various other ‘‘isms’’ that might be very pre- 
dominant down there, as they are in some countries, both north and 
south of the Canal Zone. 

There is a tendency to do that. Perhaps it is part of a general 
education program. But you talk to those Panamanians, and their 
sole interest seems to be: ‘How quickly can I learn how to do this 
work so I can replace an American; and how quickly can I become a 
United States citizen?” 

Now, they are not going to be United States citizens unless our 
basic law on naturalization is changed. So certainly the teaching of 
how to protect themselves and be solid Panamanians is much prefer- 
able to wasting our time and money in teaching them how to become 
Americans. 
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There is much more, Mr. Chairman and members of the committee, 
that | might add. However, I think basically that is our story. 
The technical aspects of it certainly are being covered by many of 
the others, and have been by Governor Seybold. We are deeply 
interested in this matter. We feel that the United States rates and 
working conditions should be carried on, not as at the present time, 
but as they were years ago; that this constant whittling away by 
agencies of the United States Government should cease, and that 
every inducement possible should be made to those people to make 
them feel it is a pleasant place in which to live and work. Thank you. 

Mr. Atten. Thank you 

Thank you, Mr. Brownlow. ‘The report that you referred to may 
be inserted in the record, at this time. 

Mr. Brown.ow. Splendid. I will leave it right here. 

The report referred to will be found beginning on p. 12.) 

Mr. AtLen. Are there questions by members of the committee? 
Mr. Dorn? 

Mr. Dorn. Yes. I wanted to ascertain how you found the morale 
of the employees in the Canal Zone. 

Mr. Brown.ow. I would say it is good. They “gripe,” of course, 
but as to the morale, I would say it is good. I had specific objections, 
Congressman Dorn, as I said before, to the general whittling down of 
working conditions, the whittling away of the benefits and making it 
more difficult for them to remain. But, nevertheless, they have a 
pride in the operation. They are proud of am work; and, quickly, 
the old-timer down there will tell, ““Well, it isn’t like it used to be, 
but what else can I do?” 

Bear this in mind—and I think this is very important—people who 
have been down there for from 12 to 15 years or more are now out of 
industry within the United States. They cannot follow their trades, 
or whatever they were doing previously before they went down there, 
because this parade has gone past them. 

Mr. Dorn. How about the employees’ relationship to management, 
down there? What do you think of Governor Seybold and his work 
down there with the employees? Do the employees have the proper 
avenues of approach for the expression of their grievances? 

Mr. Brown.ow. It is my understanding that they have. 

Mr. Dorn. Are you familiar with what the setup may be for the 
expression of their views? 

Mr. Browntow. [ am familiar with what it was previous to our 
visit, and also, of course, with the recommendations which we made 
to our own group, down there—and I think they were also conveyed 
to Governor Seybold; if not to him directly, vet to some of his assist- 
ants—and that was that on grievances, the Governor or his desig- 
nated agent should meet with representatives of the emplovees at 
specified times to discuss grievances and to listen to any complaints 
which they might have; and if, in his judgment, there is some justifi- 
cation, that correction should be made 

Mr. Dorn. With respect to the recommendations which vou made 
for improvement of the emplover-employee relations down there 
were they acce pted? Were they acted upon by the Governor? 

Mr. Browniow. It is my understanding that they have been, to 
a great extent. Now, bear in mind, Congressman, they were, before ; 
the door was always open to committees, and so forth. I am not so 
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sure that our own people availed themselves as much of their oppor- 
tunity of going directly to the Governor or his assistants as probably 
they should have, but I am sure that they are doing so now. 

Mr. Dorn. Is there any method by which the union set up by you 
employees, who are me mbers of your particular union and who bring 
grievances to the Governor—if they are not satisfied with the way 
in which the Governor handles them, is there any method by which 
they can carry the grievances further, through whatever channels 
they have, to the central office here in Washington, and for the 
central office here in Washington, then, to act further on the 
grievances? 

Mr. Brown.tow. Well, ves, there would be. But I would like to 
add this: I presume that I would be the one who would be charged 
with that responsibility when it came to Washington. In other than 
direct. congressional matters, I should be somewhat reluctant to act, 
unless there were a glaring difference, by going to the proper officers, 
here. That, of course, would be the Secrets ary of the Army, and then, 
if necessary to the White House. The occasion has not presented 
itself recently, and our differences, of course, such differences as there 
have been, actually have not been with the administration, directly, 
but have been more with agencies here in Washington. ‘They had 
occasion, I think, not once but several times, to go to the State De- 
partment over some of their activities, and they also on several oc- 
casions discussed certain matters with Secretary Pace, of the Army 
matters affecting the employees; but it was over some action which 
was initiated here, rather than down there. 

Mr. Dorn. And, in your main testimony, sir, you mentioned various 
inconveniences that the people in the Canal Zone have to endure. Do 
you have any recommendations, or have you given any thought to 
changes, so that they would not be subjected to these inconveniences? 

Mr. Browntow. | do not think so, in view of the work they are 
performing, and also in view of the conditions under which they live 
As to the specific details, I could not, of course, submit recommenda- 
tions, except to say that they are, or at least were compensated for 
somewhat by some additional wages, by commissary privileges and 
by a better income, as a — of paying no income tax, so that they 
could take it all right, for a while; and then, of course, they would 
have some additional fends. edisiehe they could use their leave, there, 
to come to the United States, or go up to Costa Rica and sort of re- 
habilitate themselves, at least, both mentally and physically, to 
point where they were willing to go back again. 

Now, it sums itself up. I think that the Government— and when 
I say ‘‘the Government’’, I mean the Panama Company—l presume, 
always, as far as hospitals, schools, housing, sanitation, and that sort 
of things, are concerned, is probably just about as complete as it 
should be; the difference being, how much should the employee be 
expected to pay for those services. It is the old story of premium. 
If you have inconveniences, there is no way of overcoming them. 
Certainly one cannot do anything about the climate, down there, 
and things of that kind. The employee, | believe, should be com- 
pensated, so that he can have at least some weeks or months, what- 
ever the period may be, in which to overcome the effects of those 
things. 
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Mr. Dorn. You mentioned as one difference, there, the fact that 
they pay no income tax. They do pay it, now 

\Ir. Browntow. They do, now. I say I do not think they should 

Mr. Dorn. You think they should not pay an income tax? What 
about the recommendation contained in the Allen report to the effect 
that they should not pay an income tax on the 25 percent income? 

Mr. Browntow. That is right; | do not think they should 

Mr. Dorn. Would you limit it to that? 


Mr. Browntow. No—on their entire income I wonder whether [ 
ma il lement that bv saving this, Congressman, that, to me, these 
peop are somewhat on the ou post o© our Nati l \] hough we do 
not | to use the term ‘‘colonials after all, that is actually what 

They are the same people, down there, who formerly used 

» occupy the 1. the United States, with all of the inconven- 

ces that go with that sort of occupation And certainly. as such 
yd otice this other thing, too: they point out to the rest of bot 
{ { ! South A ) ll of that area, the w THe people of the 
L mite st eS al ecler work and to live: and most certainly, 1 
anyt wanted a shini example of the standards of the United 
St | muuld get it ther And it scandalous—one of those 
Un} s that might be rmed being a little bit overanxious about point- 
ng out » the rest of thr orl ow we ive | think it is a good ex- 
Lm] to the South American countries, provided we do not try 
bring them down to the level o he Panamanian Anvbody who has 

nin Panama s | presu wl ember « this committee has 
1 Wi | S von Ih the mterio | think, would Ie viven the 
shock of his life [ know | was: | was dumbfounded to think that there 
vas a country that had been 1n existence ong as Panama, without, 
\ ht sa n on of its own, without a national currency 
Wh vy do not even have their own money hey use our money, 
our monetary plan And so, certainly, the emplovees of the Panama 
Canal Zone can be set up as a democracy, rather than any other form 
of vovernment 

Mr. Dorn. Mr. Brownlow, there were a number of people who 


came to my office recently to suggest that there should be a minimum 
Zone, fashioned somewhat on the lines of the mini- 
mum wage law in the United States. Do you care at this time to 
‘xpress any opinion with reference to that, or would you prefer not to 
do so at this time? 

Ir. Browntow. I think that the local rate paid employees who 
are Panamanians should not be less than the prevailing rate for like 
work in the United States. I am speaking of the local rate for em- 
plovees of the Canal Company, exclusive of the 25 percent increment 
of the United States citizen. The establishment of a minimum rate 
similar to what we have in the United States, it occurs to me, would 
have the effect, eventually, of establishing a flat rate for all employees. 
[ would, however, prefer to see a rate comparable to that paid in the 
United States for the same type of work, plus the earned increment, 
where that is a 25 percent income for United States people, than any 
other flat, minimum rate. I would rather see that come up and not be 
limited to the minimum rate, as in the United States. 

Mr. Dorn. How about the wages of the members of your union 
down in the zone—forgetting, for the moment, any fringe benefits, 


and forgetting, for the moment, this 25 percent? Are the wages paid 





wage in the Cana 
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to the members of your union in the Canal Zone on a par with similar 
wages paid to members of your union here in the United States? 

Mr. Brown.ow. In the United States navy yards, yes. That is 
what it is predicated upon, on a general average of a certain number 
of navy yard rates, and then the increase of 25 percent. The navy 
yard rate is determined—it goes back to a law passed by the United 
States Congress in 1862, providing that a rate shall be paid to navy 
yard workers comparable to rates paid in private industry for similar 
work. That is not the exact language, but that is the meaning. So, 
consequently, if the principle, up here, is correct for the establishment 
of navy yard rates, than they get the same rate down there, plus the 
25 percent; and I could not quarrel over that too much. 

Mr. Auten. Thank you, very much 

Mrs. Sullivan, have you some questions? 

Mrs. SULLIVAN. Yes: | should like to ask the centleman a few 
questions. 

Perhaps, Mr. Brownlow, you can answer this question: Of the 
3,900, more or less, unemployed emnponyem, who were laid off within 
the past several years, from the Canal Zone, can you tell me how 
difficult it was for any of them to find employment when they came 
back to the States? 

Mr. Browniow. Well, we must bear in mind that, during the 
period when they came back to the United States, almost anyone 
could obtain employment in the United States, here. It was during 
the time that we were looking for anybody, even part-time workers. 
However, if they were to come back, today, I question very much, for 
instance, that the machinist would be able to get a job as a machinist, 
or a pipefitter, a job as a pipefitter, or an electrician, a job as an 
electrician, of the same caliber that he had down there. And then 
the other thing, Mrs. Sullive an is that, for these men, the rong IS a 
little bit difficult. It is difficult for an engineer, for instance—and | 
am speaking, now, of a manual operating engineer, who has been 
operating the equipment that would operate the locks—to come up 
here and say, for instance, to the administration having to do with 
the ¢ ‘apital | buildings. “T want to go into your engineroom and operate 
one of those engines.’’ He has just lost sight of that, too; he hasn’t 
any conception of what it is, any more. He would have to go through 
another period of training. 

Mrs. Suuuivan. It would be difficult to find comparable work up 
here? 

Mr. BROWNLOW That is nent unless there is a erent deal of 
unemployment, such as there was, here in the United States, fron 
1940 through 1945-46. 

Mrs. Sutitivan. One other question. Have you any idea as to 
what percentage of the sons of the Canal Zone workers follow in 
their father’s footsteps, or try to obtain employment? 

Mr. Brown tow. | asked that question, not only of the sons but 
also of the daughters, and I was unhappy. I wonder if I could put 
the feminine side of it, first. I felt badly about an expression that 
was made to me by some of the women down there, about their 
daughters coming up into the United States and attempting to go 
into anything. Now, this was not gener: al, but some instances oc- 
curred, where they just gave it up and decided that they had to go 
back there. They had been brought up here, and they found it 
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difficult to adjust themselves to the conditions here. Now, the 
chances are that it was mostly a matter of homesickness. That is, 
they were separated from their families. And the men—lI do not 
know the actual percentage. Perhaps I had better not even guess. 
But I did talk with some whose fathers had been on the zone, and 
they had succeeded their fathers 

Mrs. Sutitivan. That is a very natural thing for them to do. 

Mr. Browntow. They have no other “out.” I repeat, they have 


no other “out.’’ They cannot go to work in Panama. That is, | 
do not know what they would do, if they were to do that. So they 
come to the United States They have to tear themselves away 


from home and come to the United States 

Mrs. Sutiivan. Thank you very much, Mr. Allen 

Mr. Atten. Mr. Mumma, have you a question? 

Mr. Mumma. Mr. Brownlow, you were speaking about engineers 
Were you speaking about powerplant engineers, or operating en- 
gcineers? 

Mr. Brown.Low. Operating or powerplant engineers 

Mir. Mumma. Down there, they still have “‘cats,”’ “internationals,” 

link-bolts,”’ and “‘Lorains,”’ do they not? 

Mir. Browntow. That is not the type of engineer I am asked 
about 

Mr. Mumma. That is the reason I asked vou the question 

Mr. Browntow. I would sav that most of those who are out of 
work, Congressman, have worked on construction projects, down 
there 

Mr. Mumma. Surely. That is why I asked the question. They 
operate the locks. They have a panel for it 

Mr. Browntow. Yes. But somebody has to do this work. 

Mir. Mumma. Yes, but in operating a shovel, or something like 
that, it is a matter of a quick decision: you press your foot, there, and 
vour hand, here 

Mr. Browntow. I would say this, Congressman, that the men who 
are operating those dredges and I spent half a day with one of the 
chief engineers, down there, and engaging in the type of employment 
that you are talking about could vet a job an ywhe ‘re in the world 

Mr. Mumma. That is my point 

Mr. Browntow. They are of the highest type 

Mr. Mumma. But the point that you mentioned was that they were 
lost. They could come up here and get a job in a building, or some- 
thing 

Mr. Browntow. Oh, of course—the type you mention could go 
anvwhere 

Mr. SHeviey. Well, this is a parallel, really, to what I think Mr. 
Brownlow is talking about, though he has not said it in words. It 
is that they are generally in the classification of operating engineers- 
two distinct divisions. There is the hoisting engineer, and there is 
the stationary operating engineer 

Mr. BrowNiow. That is right. 

Mr. SHeviey. What he means is probably the stationary operating 
engineer, who has used the type of machinery they have down there, 
who finds it hard to get a job up here and keep it, with some of the 
new installations, here; whereas the hoisting engineer would probably 
be able to get a job, there or here 
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Mr. Mumma. That is my point 

Mr. SHELLEY. Is that correct? 

Mr. Browntow. Yes, that is correct 

(Discussion off the record.) 

Mr. AuLEN. Thank you, sir. 

Mr. Browntow. Thank you. 

Mr. ALLEN. Governor Seybold, would you resume the chair, please? 

Mr. ALLEN. Are there further questions of Governor Seybold? 

Mr. Mumma. Governor Seybold, is recruiting a problem, down 
there? 

General SeyBoup. Recruiting is a problem for a number of pro- 
fessional requirements, particularly requirements in the medical 
profession ; that is, our “medics” classes; and we do have some difficulty 
in getting professional services and druggists; but, outside of that, I 
would say no. 

Mr. Mumma. Are there a lot of Panamanian doctors? 

General SeyBoup. No, sir. We have about 140 Panamanian em- 
ployees in the category of what is commonly, presently known as 
the United States rate group. They are mainly professional people, 
too—surveyors, engineers, some doctors, and persons of that sort 

Mr. Mumma. My particular point was, are there many Panamanians 
who are graduate doctors, practicing doctors, doctors of medicine? 

General Seyspoup. Oh. Well 

Mr. Mumma. The reason | raise that point is that I have noticed, 
down in that country, that most of the boys who have been sent away 
to school either become doctors or lawyers—especially the men, I 
think, take a graduate at Johns Hopkins, or Pennsylvania. I wonder 
if that fills your requirements. 

General Styspoip. No, not entirely. We utilize some in the medical 
profession; but, of course, the needs of the Republic, itself, are never 
met by this production. They are extremely, woefully short; and, 
as the witness who preceded me said, one of the problems of getting 
medical treatment back into—as we say—‘the interior,” is that 
they are not available. 

Mr. Mumma. That was all. I just wondered, from the way the 
words were spoken. I thought people had to be coaxed to go down 
there. 

General Stysotp. We can compete fairly well with the average 
requirements. We do badly in those areas of which I have spoken 

Mr. Mumma. Thank you. 

Mr. Auten. Mr. Garmatz. 

Mr. Garmatz. I have one question. On page 8, Governor, you 
say: 

To insure the continuance of the efficient operation of the enterprise, however 
one of the dangers to which the Congress should be alert is the dilution of the 
corporate form by unwarranted encroachments on the authority of the Board of 
Directors and management of the corporation by those without responsibility 
under the law for the results of the operation 

General Szyspo.tp. Mr. Congressman, I admit it appears to me to 
be a severe statement. We do feel, at times—and maybe rightly or 
wrongly—but I can assure you this is our concept, that there are 
directives in the management field which do somewhat encroach on 
the objectives and responsibilities of the Board of Directors of the 
Company, in their handling of the Company as a business board of 
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directors would. Now, the Board of Directors and the management 


of the Panama Canal Company realize that this—even though it is 
a company and it has the corporate form—it still, and rightly so, has 
the control of the Bureau of the Budget and the Houses. of the Con- 
gress, and also its “arm,’’ you might say, the General Accounting 
Office. We do feel sometimes that some of the viewpoints, as finally 
are thrown in—it is very difficult to explain—from these organizations, 
do mitigate against our viewpoint of the operation of this Company. 

One example is, they face some continued desires to reduce our cash 
position—and from the broad point, maybe so—for us to give up our 
$10 million emergency fund. The Board of Directors, however, feels 
that that is rather important, to maintain that $10 million in the 
emergency fund, to have it withdrawn, to be at our hand at all times. 
The need remains, as the crack of which you probably have heard 
and which is of concern to the management at the present time, is an 
example. Luckily, we think we have control of it, that we will get 
it down, and that there will not be any catastrophe. On the other 
hand, it meant quick work; otherwise, we might have had a slide or 
a rockfall. Had it gone over, we can see that there might have been 
times when we needed to have that $10 million at our hand imme- 
diately, to go in and work 

Now, those are the things to which we had reference, here. On all 
these things, vou understand, Mr. Congressman, there is a balance 
which the management, in its zeal, may fail to see, in its desires to 
“push.” 

The Bureau of the Budget, may I Say they and other agencies 
look upon the broad picture of the country, and they may differ. We 
defer to them, on those occasions, of course, although sometimes we 
must admit it is a little bit difficult to do. 

Mr. Auten. Mr. Dorn 

Mr. Dorn. What do you think of the condition of the employees 
of the Canal Zone companies? 

General SEYBOLD. I agree, Sil with the witness who has preceded 
me. We have a large number of employees; and if you have a large 
number of people, Mr. Dorn, you have all verieties of people. I can 
understand their posivion very well—the certain effects or certain acts 
have affected them to a definite loss. I mean, over what they had 
prior to the reorganization, and also, particularly, with reference to the 
income tax, which | think struck them harder than you realize I do 





beheve that if someone has those benefits and they are taken away, 
he does not like 1 

| think, in the early time of 1952, they did not realize the conditions 
n the United States—and they were very good, here in the Canal 
Lo so that they 1 It that relatively there was enough taken away 
from them that would warrant their leaving Now, as they gained 
more knowledge of conditions in the United States, or as the con- 
ditions here change somewhat, I find that, at present 1 think the 
statement that was made here recently is about night there are 
peopie who oTipe, and ther¢ ure things about which they gripe; and 
we try to correct those when we can. There are other things about 


which I think anybody gripes, because he has been accustomed to 
perhaps buy his bread at one corner, all the time, and, for reasons of 
efficiency, we say he has to go to another corner. He just does not 
like it. So we get those gripes. But I do not think they are particu- 
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larly solid. I think it is just the feeling that they are very sensitive to 
anything that might take away their benefits, or anything that might 
approach it. So they are in there immediately, checking “why this?” 
and “why that? {nd I think it is that apprehension more than 
anything else; and that, if we can show them that behind all these 
moves 1s an endeavor to benefit the organization and. in time, them- 
selves, I think that will wear out 3ut | think the statement made as 
to the morale was prior to 1952 and in the davs of the income tax 
rental changes 

Mr. Dorn. Would you have any suggestions as to whether anv- 
thing that this committee could do would improve the morale condi- 
tions down there? 

General Srysoup. Offhand, I cannot see that it would. At least 
[ cannot think of anything, at the moment. The morale really hit 
the all-time low, Mr. Congressman, when there was some evidences 
that the Congress considered the 25 percent differential a little high 
and there was a chance that that might be reduced, if vou remember 


during last year. And I think that was the critical point of every 
thing; and that, in itself, is probably the thing that has more meaning 
to anv and all down there than anything else. True it is, tHat the 


Board of Directors and all feel that consideration—and serious con- 
sideration—should be given to the Booz-Allen-Hamilton report; and 
| think it was referred to here, today, that that report had been slightly 
under fire by another committee of Congress. I can understand the 
viewpoint, because I was there when this was discussed, and I can 
understand well the viewpoint of the Member of Congress and of the 
committee in their discussion of this. 

I think we have a different view, from a slightly different angle; 
but, at least, a slightly different view from that which was taken by 
the committee. I think we look upon that to provide the whole 
you might say—ball of wax, rather than any one item that was 
picked here and there and yonder. ‘True it is, we have not a zoo, 
but I suppose many people in this room have not visited the wonder- 
ful Washington zoo very recently. We have not some of the other 
things that were mentioned, and the people in this room, from 
Washington, have not done that; but it shows that what is actually 
there, by trying to be specific, it loses the point, probably, on the 
thing. But there is that feeling of being surrounded. It is difficult 
to describe—and I do not know that it can be done—to tell the 
committee how we “held in.”” That is, to me, the item which I 
think affects most of our workers. 

Mr. SHe.tiey. Governor, what you are saying is that it is a state of 
mind. 

General Srysoutp. Yes, but the surroundings produced that state 
of mind. ‘True it is that one can go across the line into the Republic, 
and be weleomed. Most of us visit families, and we have an extremely 
friendly relationship with the individual members of the Republic, and 
also with its official family. However, you are in a foreign country; 
you cannot get around it; and I find that most of our people withdraw, 
in there, and their recreation is entirely within the zone, and their 
pattern of life is within the zone. They move within the zone. Why? 
One just does. So that you are held in a little area, 10 by 40; and to 
go into the Republic—we do go—but to go into the Republic is not 
like going into the State of Maryland or the State of Virginia; there is 
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a difference. And so I think it changes their pattern of life and en- 
compasses them within a very, very small operating area. 

Mr. Dorn. Do you think there should be more integration of people 
of the Canal Zone and the people of Panama? 

General SeysBoutp. There should be more integration? The answer 
is “Yes’’; but, after all, there is a great difference between the people 
the average person and the background and the history; the social 
history and evolution of the peoples are different, and it is very diffi- 
cult for them to understand, except on a purely social plane. I do not 
decry those folks. They are intelligent. They are the most hospita- 
ble people I know, and all that; vet if is extremely difficult to mix two 
groups like that when, sometimes, of course, their aspirations varv. 

Mr. Dorn. On that line, Governor, there is someone who refers 
to the fact—I do not know whether it is a fact, or not—he said it was 
that children of citizens of Panama who do not work in the Canal 
Zone would no longer be permitted to go to the schools of the Canal 
Zone 1 understand that heretofore they have been able to do so—to 
go for a fee—but that now, that privilege was being withdrawn. 

General SryBo_p. | may say, Mr. Congressman, I am aware of 
that statement. It is entirely incorrect. We are changing the school 
system; but presently, the Panamanians, living in Panama, will 
continue to be allowed—and welecomed—into the present United States 
rate schools, the American schools of the Canal Zone, as in the past, 
on a space-available basis. The exact number that can be accepted, 
Mr. Congressman, cannot be determined until next fall 

Out school situation is in a critical stage. We are just beginning to 
get the—what do you say, “‘the baby hump’’?—into our junior and 
senior high schools, and our space is just insufficient to take all that 
would come. In fact, the problem is, how many can we accomodate? 
We cannot run schools, particularly the secondary schools and the 
higher grammar grades, to accomodate all who come; you would be 
in the school business in a large way. But the statement was made 
incorrectly. It came out in an editorial by one of the daily papers 
of Panama. It has been since corrected, and they will be allowed to 
come in on a space-available basis. 

One realizes, too, that our school appropriations have been some- 
what reduced in the past, so that we cannot expand. I do not think 
we should expand. [If it is, of course, the desire of Congress, or some- 
thing, to establish such programs, then I think it should be based on 
something besides the operation of the Canal and Canal Zone, and, 
perhaps, handled through the State Department, or something of that 
sort. 

Mr. Dorn. I was thinking such a program would be good. 

General Sryspoip. I would think yes, correct; but how far to 
go, I would not know. I believe this, Mr. Congressman, that the 
benefit of the American school to the resident non-citizen is that his 
child mixes with the American child. Now, as you dilute the value 
and place more of the noncitizens in our schools, then that value is 
lost, and we lose the American flavor of our schools, because the 
children are no longer predominantly American, and then we have 
lost everything. 

We feel that some place around 15 percent at the most is the amount 
that can be assimilated out of Americanizing by the children them- 
selves 
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Mr. Dorn. Is that the figure, Governor—the 15 percent? 

General Seyspoutp. That is my own personal figure. I do not think 
any educator has ever set that, and I assure you that is just my own 
personal idea. 

Mr. Dorn. | was particularly interested in the schools and the 
general school situation in the Canal Zone, Governor. I notice that 
you do not treat of that, here. When I was down there, last fall, a 
number of people in the Army and in the Navy spoke to me, very 
worriedly, about the fact that they were confronted with a situation 
in which they would not be able to send their children to the schools 
of the Canal Zone without pay. | wonder whether that has worked 
itself out, or whether there are still free schools for the full number 
of the inhabitants, rather than just those who are to go to work for 
the Canal Zone. 

General Spyspotp. Mr. Congressman, I may say, by the way, that 
was arumor. They had an apprehension 

Mr. Dorn. I saw the particular directives, Governor. 

General Srysoup. That all arose from the Appropriation Act of 
last year, in which the thought of the Congress, and the testimony, 
was to have the Armed Forces pay the Canal Zone Government for 
the costs of educating those children of the Armed Forces employees 
and parents; which included uniformed employees. I will not say it 
is an ambiguous law, but the Comptroller General — us that, in the 
case of the agency whose employees were in the Canal Zone, which 
had been previously authorized to furnish schooling for children 
which may have been CAA and a number of the others; but this par- 
ticular legislation did not authorize them to pay it. So that was 
discussed, and I think, now, that, after all, the background, the pres- 
ent appropriation law—which, of course, has not been passed —I think 
it has passed the Senate and House, and is going to conference very 
shortly . 

Mr. Dorn. That is right. 

General SeyBoup. Perhaps this week or next week, or so. That 
will clarify everything, and it states that all residents of the Canal 
Zone will be given free schools, and that the agencies will repay to the 
Canal Zone Government the costs of educating their children. 

Mr. Dorn. Have you any suggestions that this committee could 
or should act upon, with reference to the school system in the Canal 
Zone? 

General Sryspotp. No. I think, Mr. Congressman, it is quite 
well clarified, and the system that has now been developed, and which 
is in the process of being developed, in my opinion, I think meets the 
objectives of the Congress, the American citizens; and, lastly, which 
has not ever been done before, the Republic of Panama. It was men- 
tioned just a minute ago by the preceding witness. Heretofore, the 
Panamanian citizen’s child, living on the Canal Zone, was educated 
as a quasi-American; at least, they attempted to do that. And then, 
when he came to take his place in the Republic—which he did, sooner 
or later—he was totally lost. 

The fact of it is that Panamanian citizens have had a conference 
with me, saying that they could not move back to the Republic of 
Panama, because their children were in school; and, when they got back 
there, they could not meet the Panamanian ¢ children on their own foot- 
ing, they could not talk their language very well, and they did not know 
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the history of the country, and they did not know the habits of Panama 
So they were asking that we retain those people, even though we had 
no further use for their services, as such, on the Canal Zone, because 
they could not enter into their own country and become citizens of it 

So with these 40 years or more of educating Panamanians to become 
American citizens, then, at the end, to say, “ You cannot be,” is in my 
opinion entirely wrong; and I think the discussions I have had with 
representatives of the Republic of Panama bear that out entirely, 
that they feel that this has not been done right; and, on that, I think 
every body is avreed So that the Canal Zone Government now feels 
it has a responsibility to the Republic of Panama to educate those 


emplovees’ children as Panamanian children are educated in the 


And I think, on tbe basis of that, we are revising oul 
Now, certain numbers of selected Panamanian chil- 
ducated in our American schools—they are selected 
basis of education and attainments and their future 
commodate 1 L1LLe xcess space we have in our 
lid in the ps (nd we shall endeavor to 
accommodate ; ‘a as we can In funds, and actually, just how 
many children vou can get into a room is about 30, and it will go over 
the numbers which would so dilute those schools as not to become 
(merican schools, because the school of course, has LO teach that 
American child to the point where he can come from the Canal Zone 
to enter a school in Washington, whether he is in the fifth or eighth 
crade, or what 
Our services and also the employees of the Company transfer 
quite often, and we cannot have a child treated so that he cannot 
take his place in an American school, whether it is here, or wherever 
it 1s 
Mr. Dorn. On page 16 of vour statement, Government 
Mr. Chairman, it is 12 o'clock. May I continue? 
Mr. Atuen. I think we have a few minutes more 
Discussion off the record 
Mr. Auuen. I think, then, we will continue until 12:15, and then 
recess until Monday. Do you wish to continue for a few minutes? 
Mr. Dorn. On page 16, Governor Seybold, you discuss the shipping 
charges and shipping rates. That brought into mind, Governor, the 
situation that I understand exists down in the Canal Zone, with refer- 
ence to competition of trucks and the Panama Canal railroad. I 
understand that the Canal Zone—or, I should not say the Canal 
Zone—I imagine, the Company—has entered ito a general agreement, 
the substance of which is something like this: that freight shipped from, 
the United States, consigned to Balboa, let us say, or to Panama City, 
must go via the railroad; or, if it does not, it is to pay the railroad 
charges, nevertheless; it cannot transship from Cristobal to Panama 
City or Balboa by truck. I understand that is a general agreement 
[t does not seem proper or fair to the trucking companies, and, if it 
were up here in the United States, it would probably be considered in 
restraint of trade, and would not be permitted 
But I wondered whether you had any comments with reference to 
that, or would rather we look into the matter thoroughly. I may be 
wrong, also 
General Srypoup. Yes, sir; I think you are misinformed, Congress- 
man. The agreement is not in those terms. I can report exactly 
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what it is. I know that you have been misinformed on that line 
But the exact terms I do not know in all details. We can furnish that 
information. 

Mr. Dorn. I have looked at the agreement, and my recollectior 
was what I spoke of just now. 

General Srysoup. I know that we are now speaking in the realm 
of the discussion which is going on in the other city between the State 
Department and the Republic of Panama 

Mr. Dorn. I did not realize that that particular point was a part 
of the treaty negotiation. 

General Stypoup. I would not say that it is. I would suspect 
that it is, because they are covering every item that has been, as you 
and I know, rather publicized. I would guess that this is one, | 
think; in fact, I would be rather sure 

Now, the details of their discussion, | am not positive of. 

Mr. Dorn. This particular provision seems to be injurious, not 
only to the construction companies, but also to the shippers of the 
United States, who could save money 

General Srysoup. | think you have been misinformed, and | 
should like to make a full report on that, sir. 

Mr. Dorn. 1 am very much interested in the Booz, Allen, Hamilton 
report, because of the various and unfortunate misconstruction of its 
terms, and what it pretends to do. I wondered if we could put on the 
record, or get on the record, the answers to a number of questions 
that I have, here, with reference to it—how it came about, and so on. 
These are questions that could easily be answered in a memorandum, 
offered later. 

(Discussion off the record. 

Mr. Dorn. Someone got in touch with me, Governor, with reference 
to the dredging equipment that the canal put up for sale. 1 wondered 
whether some of this dredging equipment that had been recently put 
up for sale had been used, instead, on this rock slide and this crevice 
which has been so much discussed in the press, or had gone to the 
general management. 

General Srysoup. I assume, Mr. Congressman, that you do not 
speak of the dredge that was so much prior to my time, and wandered 
off. 

Mr. Dorn. I spoke of the matter generally, and merely to clarify 
the situation. That, I think, ought to be clarified. 

General Srypoup. This rock slide, as you know—and I am sure you 
are very familiar with it—is not a slide, yet. It is an incipient failure 
in the rock wall of the canal, and is at a rather prominent point on the 
west bank known as the C ani actor’s Hill; and there is a crack or a 
fault across the corner of it, which is of concern to the management; 
and I speak of an ares with which [ am quite familiar, having been 
an engineer for many years, myself. The cheapest and easiest way 
and we have to be extremely careful in chipping this off—in fact, | 
think the term describes it, ‘‘chipping it off,”’ rather than going in and 
blowing it down, and perhaps getting too rough with it; otherwise, 
we lose it all. It should be done with land equipment. The cost of 
moving that material by barge and by the usual dredges that are 
waterborne, of course, would be prohibitive. | think a contractor 
has given us extremely good prices to move this, knowing the care 
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with which he has to take it out. It is entirely uneconomical to do it 
with the usual dredge equipment owned by the Canal. 

Mr. Mumma. May I interrupt, there? 

General Srynoup. Yes. 

Mr. Mumma. This is a slip, and to use the dredge in there, would 
it not be just helping on what you are trying to avoid? Might that 
not be the case? 

General Seysotp. Mr. Congressman, we expect that something 
will—it is right on the bank, a vertical-block wall. Some of it will 
go over, and we are prepared to use our own dredges and equipment 
to pick that up 

Mr. Mumma. We can pick it up. 

General Srysoup. That is right. 

Mr. Mumma. But, in the meantime 

General Seyspoup. That is right; and, if we have a rock fall, and 
this whole large mass goes into the canal, then the only way to do is 
to take it out by the old method, the dredge; which is, of course, 
extremely slow, and extremely costly; because it has to be barged 
SU far 

Mr. Auten. Mr. Dorn, do you have further questions? 

Mr. Dorn. Yes. 

How about the hospital situation down on the zone? 

General Srysouip. I think, now, it is being clarified with the 
legislation that was presented this year. We feel that we need a 
hospital on each side, and I think that that is about the way this 
legislation will provide, although it is not fully clarified, yet. 

Mr. Dorn. Have you had difficulty getting doctors, down there? 

General Sryspoip. Well, I would say it has not been impossible. 
We have had some difficulty in getting them, largely because I do 
not think we worked at it hard enough; and we have recently made 
some new classifications of positions, which have been approved, and 
which I think will assist us in getting more doctors. 

Mr. Dorn. Are the hospitals fully manned, now? 

General Sryrouip. Well, when you say ‘fully manned’’, Mr. Con- 
gressman, I would say that we have practically fully manned them, 
from our standpoint, but some of our personnel do not think so; 
because we feel, for example, that all of the intricate and difficult 
surgery should be done at the Dorcas, not both sites. So we are not 
providing that on each side. We frightened off an eye doctor, for 
example, who visited the Atlantic site, at times. Well, I can under- 
stand that some of the folks think we should have one there all the 
time. I feel that; and we are endeavoring to improve our position. 
I do not think it is very bad, but I think it needs improvement, and 
we are trying to do it. 

Mr. Dorn. Is there any additional legislation that you think this 
committee could bring forth, which would implement or assist you in 
the work, there, with reference to hospitalization and hospitals? 

General Seypo.p. | think I would like to give that question some 
consideration, Mr. Congressman. I would like to talk that over 
with my personnel people. I have in mind that it may be, but I 
would like to check on that. 

Mr. Dorn. I mean, that is the purpose of this committee. 

General Srysoup. That is right. 

Mr. Dorn. We want to supplement and help. 
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General SryBoup. | appreciate your thought, and we may be able 
to suggest something; but I would like to confer with my personnel 
group, first. 


Mr. Dorn. In general, Governor, we have the recommendations of 


the Booz, Allen, Hamilton report. Do you agree with it, specifically? 
General SeypoLp. You will remember the recommendations of the 
Joard Are you familiar with those, sir? 


Mr. Dorn. Yes, sir; I think so 

General Srypoup. These recommendations were from management 
and from the Board, and I think they state our position correctl) 

Mr. ALLEN. If there is no obj ction, | should like to include in the 
record at this point the letter of transmittal written to Governor 
Seybold by Booz, Allen & Hamilton, in transmitting the report; and 
the letter of transmittal by which the Office of the Under secretary 
of the Army forwarded the report to this committee. 

(The two letters of transmittal are as follows:) 


Booz, ALLEN & HAMILTON 
MANAGEMENT CONSULTANTS, 
New York, December 1, 1958. 
Brig. Gen. J. S. SeyBoLp 
President Panama Canal Ct mpan 
Bal 0a He ghts, Canal Zone 


DrAR GENERAL SEYBOLD: In accordance with contract No. PC 
the Panama Canal Company and the undersigned, we subm 
on extra compensation paid Canal Zone employees. 

The report complies, on your behalf, with a directive issued on June 23, 1953, 
by the Senate Committee on Appropriations, reading in part as follows: 


lp 16 between 
herewith our report 


‘The committee notes that during the construction days it was necessary to 
pay premium wages to induce the workers to accept employment in the Canal 
Zone. Since 1912 the following provision of law has governed the rates of com- 
pensation to be paid employees: 

“Receive such compensation as shall be fixed by the President or by his authority 
until such time as Congress may by law regulate the same, but salaries or com- 
pensation fixed by the President hereunder shall in no instance exceed by more 
than 25 percent the salary or compensation paid for the same or similar services 
to persons employed by the Government in continental United States 


‘It is recognized that many conditions have changed in the intervening 41 
years; some of these changes have been in favor of the employees while others 
have not. It seems appropriate therefore that a comprehensive study be made 
of the compensation paid workers in the Canal Zone This study should also 
include all so-called fringe benefits. The committee directs the Governcr of the 


Canal Zone and the Board of Directors cf the Panama Canal Compa to have 


an independent and comprehensive study of this problem made 

The recommendations of this report deal with extra compensation only. By 
agreement prior to contracting, it is assumed for purposes of this study that the 
company’s policy of keeping base pay for zone jobs in line with pay for the 
or similar jobs in the States is being effectively implemet 
sound structure of base wages and salaries 

Chapter I of the report points out that whether zone employees should get 
extra compensation, and how much they should get, are questions 
best answered by (1) Evaluating the comparative differences ir 
and conditions of work between zone and stateside jobs and 
in the zone-area market. 

Chapter IT, applying job evaluation principles, shows that conditions 
ng work in the zone involve discomfort, isolation, confinement, and regimenta- 
tion and limitations in community resources which exceed normal stateside 
conditions. Hazards to health and well-being are greater in the zone because 
of high incidence of disease and the general ill effects of tropical living. 

And, while there is no clear-cut indication that total cost of living in the zone 
exceeds total cost of stateside living, a significant part of the zone employee’s 
living costs rise from three items of extra expense connected with conditions of 
his work. These have to do with home ownership, vacations, and education of 
children and they cost the average zone employee an estimated $708 annually, 
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those topies more fullv and presents the evidence whi supports them Should 
you have questions regarding any part of the report, we will hold ourselves 


available to discuss ther 
Very truly vou 
Booz, ALLEN & HAMILTON 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE UNDER SECRETARY, 
Washington, D. C., December 28, 196 
Hon. Atvin F. WEICHE! 
Chairman, Committee o Merchant Marine and Fisheries, 
House of Representatives 

Dear Mr. WBRICHE! The Senate Committee on Appropriations of the 83d 
Congress, Ist session, in Report No. 456 dated June 23, 1953, directed that the 
Governor of the Canal Zone and the Board of Directors, Panama Canal Company 
have an independent and comprehensive study made of (extra) compensation paid 
workers in the Canal Zone and submit a report thereon to the Congress lhe 
pertinent part of this directive is as follows: 

“The committee notes that during the construction days it was necessary to 
pay premium wages to induce the workers to accept employment in the Canal 
Zone. Since 1912 the following provision of law has governed the rates of com- 
pensation to be paid employees: 

“ “Receive such compensation as shall be fixed by the President or by his 
authority until such time as Congress may by law regulate the same, but salaries 
or compensation fixed by the President hereunder shall in no instance exceed by 
more than 25 per centum the salary or compensation paid for the same or similar 
services to persons employed by the Government in continental United States.’ 

“Tt is recognized that many conditions have changed in the intervening 41 
vears; some of these changes have been in favor of the employees while others 


have not It seems appropriate therefore that a comprehensive study be made 
of the compensation paid workers in the Canal Zone Chis study should also 
include all so-called fringe benefits The committee directs the Governor of the 


Canal Zone and the Board of Directors of the Panama Canal Company to have 
an independent and comprehensive study of this problem made and to submit 
a report thereon to the legislative committee of the Congress with recommenda- 
tions of the Board not later than January 1, 1954. Copies of the report and the 
recommendations of the Board are to be furnished the Appropriations Committees 
of the Congress.’’ 

The management consulting firm of Booz, Allen & Hamilton was employed 
to make the independet t and comprehensive studv, which has recently beer 
completed. 

The report and recommendations of the management consulting firm have 
been carefully and thoroughly reviewed by the Governor of the Canal Zone, 
who is also President of the Panama Canal Company, and by the Board of 
Directors of the Company As Chairman of the Board, I have been authorized 
to transmit the enclosed copy of the study with the following comments and 
recommendations on behalf of both the Governor and the Board 

We have been impressed by the manner in which the study was carried out 
impartially and in full compliance with the committee’s directive. Both the field- 
work conducted in the Canal Zone and the preparation of the final report indicate 
an intensive effort on the part of the consultant to secure all pertinent facts and 
prepare an objective and professional analysis of the field survey results. 

The report confirms the existence and extent of a condition which has been the 











serious concern of the Company-Government administratio The United States 
citizen emplovee of the ce.nal agencies has suffered a significant loss in real wages 
and compensation benefits during the past several vears There has been a 
resulting loss of the Companyv-Government competitive position in the recruit- 
ment and retention of qualified personnel, with resulting actual and potential 
adverse effects upon efficiency, particularly through increased turnover and 
replacement expense In our opinion, the stud demonstrates clearly that not 
only should the present salary differential over United States base wages be 
retained but that additional compensation or offsetting benefits are required té 
be retained and added in order to secure for the Company and Government a 
competitive recruiting position in the labor market and a stabilized efficient wor 


force 
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For ma years the operation of the Panama Canal has been marked by a 
high « iM f ser I \ b Knit tl rouchout the world in maritime 
circles 1 reputatio1 as be gained in large part through the competence 
and efficiens if the Canal Zone orkers, who have been widelv known for their 
lovaltyv to the organization and jeral service and their long tenure in Canal 
Z, \ ble fa r the hig evel « achievement s been 
the ( compe 1 ee ich have enabled careful ectior 

and their retention after recruitment and initial training 

Current however, we are faced with a situation wherein, although the need 
for additional cx pensation benefits can be demonstrated as in the consultant’s 
report, there have been, on the contrary, actual and threatened encroachments 

pon existing benefits. The result has been a high turnover in personnel, with 
conseque! ncrease recruitment and training expenses, and a decrease in effi- 
ciency and moral The situatior av be expected to become worse if the facts 
and principles outlined in the consultant’s study are not recognized and acted 
Ipo! It is an unquestionable fact that employee morale in the canal agencies 
Is at an extremely, w ebb, for t reasons indicated in the study. Even more 
important than the doilar costs of recruitment, training, and repatriation, cited 
the study as an average of $2,500 for each employee from the United States, 
are tl insatisfactory consequences of the present compensation situation in terms 
of efficic , morale, and simple equity insofar as concerns fair compensation ’ 
under a he circumstances for these overseas emplovees in the Canal Zone It 
is t pe reme bered,. of course that this tudy and report is concerned with SO- 
called extra pensati ncluding f e benefits, rather an with base rates, 
whic thos I 1 1 States for cor parable Government employ- 
irning, tt to the conciusions and specific proposals 11 the report by the 
consultant, the following com1 nt and recommendations are submitted on behalf 
of t Governor and the Board of Directors 

Che consultant’s report recom is extra pensation consisting of the follow- 
ing five features 

1. Retair the 25 percent differential 

2. Make the differential tax-free 

3 Effect a rent reduction of 90 percent in company-owned housing 

1. Provide free transportation to their stateside homes once every 2 years for 
employees and dependents on leave, and once each year for employees’ children 
in their last 2 vears of college in the States 

5. Retain the present status of other fringe benefits. 

Che Governor and the Board concur in the « sultant’s report and recommenda- 
tions in principle, in the belief that an ultimate objective is the employment and 
retention of the highest qualified personnel in the canal enterprise, and that such 
extra co ensati benefits are essential to that objective Concerning the 
Sp fic recommendations, listed above, as to how to accord the necessary Com- 
pensation, the following comment is submitted 

hrecomme? ufzon J We cor ir it the present 25 percent differential should 
he reta ed Bot report and the experience of the Company-Government 
1dministrati confit conclusively that a differential over and above the base 
United States wage is necessary in order to attract and to retain qualified em- 
ployees for the canal enterprise. The consultant’s survey demonstrates that 
the 25 percent differential alone is inadequate both in terms of retaining qualified 
employees and in meeting labor market competition, and that an overall differ- ' 
ent é : ‘ent is indicated Accordingly, retention of the present ' 
25 perce tial is regarded as necessary as & minimum approach. i 


hat the differential should be tax free, and if 
sed not to accept this approach, we urge that 
It, ise, be achieved by some appropriate alterna- 
tive means, such as by a commensurate increase in the percentage of cash differen- 
tial. It is considered that tax exemption of the differential is justified and in- 
dicated as a matter of principle, in the light of the nature and purposes of the 
differential, and consistently with the exemption granted certain other differen- 
nature of cost-of-living, quarters, and subsistence allowances. 
Recommendations 3 and 4 While we agree in principle with the recommenda- 
tions for rent reduction and free transportation, the questions involved are com- 
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plex, and we should like to consider further the question of whether the exact 
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methods recommended are the best ones to achieve the desired result of according 


the extra compensatior benefits represented in these recommendations 
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Recommendation > We concur that the present status of other fringe benefits 
should be retained, except that it is believed reasonable that the hospital and 
medical care benefits be continued in accordance with the recent congressional 
directive relative to the elimination of free hospitalization and medical care which 
takes effect January 1, 1954 With this exception, it is considered that all other 
fringe benefits that may be involved in such matters as leave, retirement, com 
munity services, and transportation, should be continued as at present 

I am sending a copy of the consultant’s report, and a similar letter, to the 
Senate Committee on Armed Services, and copies of the report and letter will | 
furnished to the House and Senate Appropriations Committees 

Sincerely yours, 





e 


Earut D. JoHNSON, 


Tinder Necre tary of the Arn 


/ 


(Whereupon, at 12:15 p. m., the hearing was recessed until Monday, 
June 14, 1954, at 10 a. m.) 











QPERATIONS OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


MONDAY, JUNE 14, 1954 


Housr OF REPRESENTATIVES, 
SUBCOMMITTEE No. 3 OF THI 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D Cc 

The subcommittee met at 10 a. m. in the committee room of the 
House Committee on Merchant Marine and Fisheries, the Honorable 
John J. Allen, Jr. (chairman of the subcommittee) presiding. 

Mr. Auuen. The subcommittee will come to order. We will 
proceed further with the hearings in connection with the Panama 
Canal Governor, would you take the witness chair please? 

Off the record 

Discussion off the record 
Mr. ALuEN. Mrs. Sullivan, do you have a question 4 
Mrs. Sutuivan. Yes, I do, Mr. Chairman 
Governor SryBoup. I have some questions here on the Under 
Secretary of the Army’s letter accompanying the Booz, Allen & 
Hamilton survey. The letter of December 23 to this committee was 
sioned by Earl D. Johnson, Under secretary ot the Army What 
relationship is there between the Department of the Army and the 
Panama Canal? 


STATEMENT OF GOV. J. S. SEYBOLD, PRESIDENT, PANAMA COM- 
PANY, AND GOVERNOR, CANAL ZONE; ACCOMPANIED BY W. 
MERRILL WHITMAN, SECRETARY, PANAMA CANAL COMPANY; 
AND PHILIP L. STEERS, JR., DEPUTY COMPTROLLER, PANAMA 
CANAL COMPANY—Resumed 


Governor Srysoup. Actually none. The Secretary of the Army 
is a stockholder of the Panama Canal Company and as such in person 
appoints the Directors of the Company. He is also an alter ego of 
the President in handling matters of the Canal Zone Government in 
person. But the Department has no handling of any of our operations 

Mrs. Sututivan. I see. Is Earl D. Johnson still the Chairman of 
the Board of Directors of the Panama Canal Company? 

Governor SeyBo.ip. Yes, ma’am. 

Mrs. Sutuivan. Is Earl D. Johnson still Under Secretary of the 
Army? 

Governor SEYBOLD. No. 

Mrs. SuLtivaNn. Where is he now? In what capacity? 

Governor Srysotp. He is in private life. 1 think he is with the 
Air Transport Association; president of it 
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Mrs. Sutiivan. I see. Is the Air Transport Association connected 
in any way with the Panama Canal Company? 

Governor SEYBOLD. None whatsoever 

Mrs. Sutiivan. They are not. I believe it would be of interest 
to the committee to find out why the company has not acted on the 
Booz, Allen & Hamilton recommendations. 

On Wednesday last in your prepared statement you referred to the 
Booz, Allen & Hamilton report and the general concurrence of the 
Board of Directors and yourself in five recommendations, with com- 
ments on each of the specific recommendations. I have these recom- 
mendations before me, that were submitted to the committee. 

On recommendation No. 1, the 25-percent differential, I think that 
is taken care of, is it not? All the employees are getting that 25- 
percent differential now? 

Governor SEYBoLpD. That is correct 

Mrs. SuLiivan. As to recommendation No. 2, what, if anything, 
has been done to place this recommendation into effect? 

Governor SryBoLtp. May I go back to the report, ma’am? The 
report, as you remember, was called for by a committee of Congress, 
an Appropriations Committee, which requested that the Company 
government prepare such a report and furnish it to your committee 
and its like committee in the Senate, with copics to the Appropriations 
Committee 

In accordance with that request the report was formulated by a 
private concern. It was furnished the management of the Company, 
who in turn presented it to the Board of Directors, and they in turn 
presented it to Congress along with their recommendations. 

The report, therefore, in my opinion, is a report of Congress. It is 
a report of this committee. And as such it would be rather improper 
for us to take any action until the committee has shown what it would 
do with that report or its conception of the report. 

I am sure you are also familiar with the fact that one committee 
of the Congress took exception to parts of this report. 

However, we feel that the report action is with the committee of 
Congress at the moment 

Mrs. Suttivan. Does your statement there answer this question: 
Can this be done administratively, or will it be necessary for Congress 
to enact legislation to implement this recommendation? 

Governor SeyBoutp. In my opinion it will require legislation. 

Mrs. Sutuivan. Then in respect to recommendations 3 and 4, how 
does the company expect to extend these so-called benefits to the 
employees; that is, the 50 percent rent differential and the free 
transportation? 

Governor SEYBoup. Of course, that, again, depends on the action 


of the committee. I believe that it, too, would require certain 
lemisiation 

Mrs. SuLitivan. Let us go on to No. 5, recommendation No. 5. 
It appears that the C ompany intends to continue to charge its em- 
ployees for hospitalization and medical care. Have you any plan or 
suggestion as to how the individ ial empl yyvee May be compensated 
for these expenditures, bearing in mind that the Booz, Allen & Hamil- 


ton report recommends free hospitalization? 
Governor SeyBoup. I can recall again that the last appropriation 
bill of this Congress, in 1954, stated that there would be no free 
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hospitalization. Now, the report is with this committee and | think 
it is definitely a matter of Congress’ deciding whether that bill re- 
mains as such or whether it is removed. It cannot be done by the 
administration of the Panama Canal Company. 

Mrs. SutuivaNn. In other words, then, it is up to us to act before 
any of these recommendations can be put into effect? 

Governor SeysBoip. Yes, ma’am, Mrs. Sullivan. 1 feel that the 
report is the report to your committee here, this committee. So it 
would be highly improper for the Company to take action. In facet, 
I do not think it could take any action until the action of the com- 
mittee is shown, probably in its report this vear, or however that is 
done in vour committee operation of Congress 

Mrs. Sutirvan. I think that is all at the moment, Mr. Chairman. 
Thank vou, Governor 

Mr. Atuten. Governor, | had a number of questions, some of which 
have been partially asked or partially answered 

Just to make sure we do not overlook anything, having in mind 
that this is an investigation into the operation of Public Law 841 of 
the Slst Congress, do vou have any recommendations as to changes 
in that law which might be beneficial, coming out of your experience 
in the zone? 

Governor SryBoupD. | think I can best speak to that, Mr. Chairman, 
by reference to the two bits of legislation we have before your com- 
mittee at the present time, namely, a matter of the amortization of 


nondepreciable assets and the interest during construction; which ] 
believe have been referred to your committee. At least they have 


been referred to the Congress this session 

The first legislation, the amortization of the nondepreciable assets, 
has the recommendation of both management and the Board of 
Directors of this Company. Also, it was requested by another com- 
mittee of ¢ ‘ongress 

The second legislation, which is the interest during construction, 
was requested again by a committee of Congress. There has been 
no comment made by management or the Board of Directors. It is 
submitted in accordance with that request of the other committee. 

Mr. ALLEN. I take it that the submission of these two matters will 
require determination of congressional policy; and whatever that is, 
vou are content to follow it? 

Governor SEYBOLD. Yes, sir 

Mr (LLEN There have been recommendations made in the bill 
I think it is H. R. 9427—-which was introduced at the request of the 
Pacific-American Steamship Association, having to do with a number 
of items and also having to do with the capital structure and the 

mount of depreciation Would you care to comment on the merits 
f that bill, or is it again a situation in which whatever policy Congress 
letermines, vou would be following without comment? 

Governor SeyBoup. If your committee would care for comment, 
sir, of course that would be furnished through the usual channels of 
the Bureau of the Budget and all that 

We have not had sufficient time to review this bill or really draft 
report commenting on its various provisions We hay noticed in a 
preliminary review that there seems to be some ambiguity as to 
whether or not interest is to be paid on investment and other net 
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ransferred to the Company from the Panama Canal on July 





Q5 

section 5 Ol re nat capital mvestment tor interest 
purpo shall no ons of the net direct investment of 
the I ed States made before Julv 1. 1951 Un the other hand, the 
Dart ol cl > AMeNndINE ser yn 412 (b efers to inclusion in the 
olis base of interest on the net rect investment of the Government 


Similarly, the proviso which would be added to section 246 (c by 
secti¢ of the bill refers to ne ect investment after July 1, 1951. 
These latter provisions could be in erpreted to mean that interest is 
pa) ible on investmer made oO id after July 951, in the light 
f the wordi { in sect imending secti 112 but the 
i not 

fhe difference is sub ! ce appro elv a $400 

j nvestment was tl : j ) ul the present 
tim ro oniv b S 

Int e to 10 ( bill. yn 412 (b 
) ( \/ (od ) hat ) 

) | ( 1 t : 
| ic I 8) ( e¢ = nt is such 
| } ! ( DI i le wssets 

l whic epreciat M4 
r} ther inti The sum and substance of it, Mr. Chair- 
{ here sec o be sor amp litv in the understanding 
yf this bill. Possibly we have not given it enough study to determine 
if l intent, but on our preliminary rating it dicated that clarifica- 

) ht | adva | - 

Ir. Mluma Could ] es 

In the onginal concept ot the Panama Canal had the words ‘“self- 
IgQUuICd: I ’ De invented at that time? hat is the whol problem; 

(jovernor 5 oLp. I do not remen is such 

Mr. Mumma. We had a bill before Congress a couple of weeks ago 
when the main part of the bill covered the two words “‘self-liquidating.”’ 


Governor SEYBoLD. [do not remember that lancuage, Mr. Mumma, 
ll, but, again, as Ll sav, I have not read all the legislative history 
of the past acts 


Nir Nl MMA \ftel what vo Si\ I do 


not want to claim to be anv 


expert on it. When that was put in there, whenever it was, considering 
what shape we would be in with this $400 million investment now, if 
buil 


Governor SEYBOLD | 


canal 

present $400 million, which is on the 
interest basis covered by the legislation which | mentioned to the 
chairman a minute ago, that we have before the Congress now, is in 
the amortization and depreciation legislation which has been placed 


before this session of Congress 


they would want to ve 


/ 


Mr. Mumma. In ordinary business investments on leases you can 
depreciate much faster than on the land owned in fe simple, because 
vou depreciate the land value. It does get to be quite a complicated 
problem. 
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M M I Krom \ ( 107 ! yeort 
thou ht « in oO me 

Governor SEYROLD. It is extremely complicated 

ir. Mumma. About the concept of the thing originally 

Mr. Au! Governor, in tl 1952 report on the audit of the 
Panama ( anal. n ade »\ th (vseneral Accou n (titi thet were 
20M e recommendations to Coneress. some of whiecl +A v ol 
vour experience. | thin! ou might help us with 
’ The first recommendation was that there should be a sin 
pen lent agency rather than a company to take ove the business 
functions, and a government to handle the governmental fu ons 


(‘or ld you comment on the merits of each svstem tor us 
Governor S YROLD. Well, the 1 anagement of the Compat 
stronely that the adoption of such a proposal for the creation o 
single independent agency would actually constitute a backward st 
resulting in the reversion of the Panama Canal Company to its veneral 
former status of a Government agency, again burdened with a hich 


degree of inflexibility, which characterized the former organization, 
and which the corporate form was designed to eliminate 

The two present organizations, each with its organizational pattern 
and well-defined functions adapted to its mission, are believed ade- 
quate to solve all the problems arising as a result of business and 
governmental considerations 

Under its present Federal charter, the Company is able to operate 
as a normal business enterprise and is able to determine an equitable 
basis for setting tolls rates and prices generally. It presently has the 
flexibility necessary to meet ~ the day-to-day problems resulting 
from its diversified operations. Under the corporate form, the Com- 
pany is not restricted by the delays usually entailed as a result of the 
method of operation and fund procedures of the conventional 
Government agency. 

The Canal Zone Government in its present form has all the powers 
a governmental : agency necessary to carry out its mission in the 
Canal Zone, including relations with the Republic of Panama and 
other United States Government agencies operating in the vicinity 

Also, under its present organizational structure the (¢ Company by 
virtue of its present intra-agency agreement with the Canal Zone 
Government, is enabled to perform satisfactorily the necessary 
administrative services for the latter agency. 

We see no advantage to the proposal of reverting back to the 
independent agency, even though it might be given better and more 
assured comptroller activities and all that 

| think one of the problems of the other time was that the costs 
and so ie were not kept very well. That ne be improved. 
However that may be as to the exact powers of a new, single created 
agency, we think that the present is quite satiate actory and seems to 
be well fitted for the mission of the Company government. 

Mr. Auten. Did your term in office as Governor begin after the 
present law went into effect? 

Governor SEYBOLD. Yes, sir. 

Mr. Autien. You did, however, have considerable experience, I 
believe, in the transition from the former accounting system and the 


of 
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former metho of control of t) Canal and the Government to the 
present 

Governor SEYBOLD. Well, thi management here betore you today 
went t uch or is still roing through that proc ss of converting it to this 
new ace inting system, and all the othe changes necessary that were 
necessarily made. So, except for Mr. Whitman here, who was with 
the Company at that time, we were not present under the old form. 
We certainly saw its effects 

Mr. Aut A second recommendation of the General Accounting 


Office was that there should be established a single administrator or 

a small board, rather than the present Board of Directors under present 

law Would you comment on the relative merits of the three pos 

sibilities; the single administrator, the small board resident in the 
anal Zone, and the present type of Board of Directors 

Governor SEYBOLD. In the comparison of the three, Mr. Chairman, 
I would say that the small board is the least adapted and would be 
the poorest of them all 

The contribution of the Board of Directors as an essential part of 
the corporate form of the business enterprise, | think I discussed, and 
I recommend the continuance of that present type 

As a result of isolation over a protracted prene a small board with 
a lor o-Lerm local assignment would have a tendency LO become pro- 
vincial and subjective in its views. Experience bas demonstrated that 
officials and administrators develop resistance to change and crystal- 
lization of opinion under such sircumstances, and that ultimately 
their views may become dominant factors in the organization’s policies 
and me thods of operation Such a group, because of its daily clos 
proximity to the oper ition, would lose ob yectivity and either tend to 
be unduly influe n ced by the operating pe rsonne | or to become in effect 
operating heads themselves. In my opinion that is exactly what would 
happen. The board would not function as a board but would actually 
become operational. They just cannot help it, because they are there 
and their views would carry that weight. 

The most important problems of administration are not in the Canal 
Zone, but originate in Washington, where the Congress, the Bureau 
of the Budget, the General Accounting Office, and other Federal agen- 
cies are necessarily involved in one way or another in all top manage- 
ment problems 

It is submitted that the present type of board lends invaluable 
assistance to management through its variety of talent in business, 
industrial, and governmental fields. The Company has benefited 
greatly from the individual and collective views of the group pres- 
ently constituting its Board and feels its potential contribution to 
efficient and economical operation is far greater than that of a small 
board or single administrator resident in the Canal Zone. 


I think that in general would cover my viewpoint. We feel that 
the present organization is quite satisfactory. If there is a change 


to be made we would recommend it be made to a single administrator, 
but under no conditions a small board in the zone. 

Mr. Atuen. As between vee single administrator and the present 
form, | take it you prefer the present form? 

Governor SEYBOLD. | think it has great advantages. 

Mr. Auuen. I think several of the next recommendations have 
been commented upon. This 10th recommendation was that the 


NCEE 


a 


PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 13 


Canal Zone postal service be transferred to the Post Office Depart- 
ment. Are you concerned with that problem? 

Governor Srypoup. I would like to record a statement 

At the outset it should be observed that if the Canal Zone postal 
system is transferred to the Postal Department the burden of the 
deficit would be placed on the taxpayers of the United States instead 
of on the facilities which this postal service supports. 

Management does not agree with the recommendation which states 
there are potential savings to be realized, because in the first place if 
the transfer were made such transfer would require additional admin- 
istrative staffing by another government agency in the Canal Zone, 
which would bring about problems of additional housing, schooling, 
and other services and facilities required for this additional personnel. 
And, second, the foregoing factors would certainly bring about higher 
costs of operation in the postal system, with the resulting increased 
deficit to be borne by the United States taxpayers. 

We also believe it would be the policy of the Congress to con- 
centrate to the fullest extent possible on governmental functions of 
the canal in the Panama Canal organizations, which would further 
avoid complications now encountered with respect to charging other 
agencies for schooling, hospitalization, and the like. 

That is the main reason why we feel it would be a simpler organiza- 
tion and less costly, Mr. Chairman, to leave it as it is. 

I do not think that the final bills have come out on the appropria- 
tion, but in the hearings this year it was understood that it would 
cover the fact that other agencies would be required to reimburse 
the Panama Canal Company for all such expenditures in their case 
So that might be one reason for having that bureau there insofar as it 
affects the Company itself. 

The Company under the new directives would not lose any funds in 
supporting that. That would be supported by the other agency, 
which is a change in what it was prior to the new appropriation act, 
as we understand it. 

Mr. Mumma. Who is pushing for this change? 

Governor SeyBoup. | gather, sir, it is in the report of the General 
Accounting Office. 

Mr. Mumma. There are no particular fringe benefits for the fellow 
who actually delivers the mail? Is he getting less than what they get 
here? Is there anything like that? 

Governor SreyBoup. No, sir. 

Mr. Mumma. There is a lot of official mail you probably deliver by 
messenger now; is there not? 

Governor Srysoupy Of course the bulk of our mail down there is 
official mail for the services and also for the Panama Canal Company. 

Mr. Mumma. You would probably continue to make that delivery 
yourself anyhow; is that correct? 

Governor SreYBoLp. Well, it would have to be handled through the 
Post Office Department, but it would be obtained by our people from 
a post office box and things of that sort; if that is what you mean 

Mr. Mumma. I refer to your official mail. You would have your 
messengers? Your official mail you would still deliver with your own 
messengers, rather than taking it down to the post office and putting 
it in? 

Governor SEYBOLD. Yes, sir; 
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f t Col ts wit ith P m As President of the Panama 
( Compal l I i Lhe nainte Lice operati n of the 
( d enterprist [ lition to his salary Governor, which is 
esta l ‘ I Ww. Ut! Go. I : Canal Zone has alway beet provided 
ith certain perquisites bv the ernmental agency and by the Company 
The Board of Directors of the Company has formally considered and authorized 
the continuance of such perquisites lhey are furnished because of the recognized 
need for the Gover r to maintal & positio r ¢ es that would 
not be ecessar except for the pr tion of § ility which he occupies 
The factor of national prestige is important because as the principal representative 
of the United States Government the Governor must come into regular official 
and personal contac with the ighest level of visiting officials of other gover 
ment 
Rei tion must be given to the differences existing between the situation i 
the Canal Zone with that in other Territories and possessions These differences 
would be those involved in commercial type accounting whereby costs are deter- 
mined much differently than those ordinarily determined in the usual government- 
tvpe accounting The latter prok } include only direct out-of-pocket costs 
where the commercial type method as is practiced by the Panama Canal Com- 
pany includes overheads, depreciation, interest factors and other factors not 


usually applied in governmental accounting Another marked difference existing 
in the Canal Zone would be that international character causing additional! 








responsibilities not applicable, f ( Alaska Meeting these responsibili 
tic quires the Gove vr of the yne to incur expenses that would not 
oecur to the same extent elsewhers Dollar limitations are not flexible nor is 


there time to obtain through the ordinary budget procedures any relief for unfore- 

Management does feel, however, that the imposition of a dollar limitation by 
the responsibilities of the Company’s Board of 
Directors, which by law is charged with the management of the Company’s affairs 
It is believed more proper that the expenses incurred under this heading should be 


wholly controlled by the Board and then subject to such scrutiny as Congress 


the Cor ress encroacne po! 


or its auditors m iv make 





? Limitation on entertainment expenses It would be unwise to establish a 
fixed 1al dollar amount ft the Governor's entertainment expense because of 
he va g degree of requirements from vear to year For example, in the past 
ear t Que nd passed through the Canal Zone and, of course, required 
a imusual incurrence of expense compatible with the oceasio1 
In the 1954 Civil Functions Appropriation Act, the Congress deleted all funds 
for entertainment purposes from the appropriation to the Canal Zone Government 
Legislative history indicates that the intent simply was that all such payments 
should be made directly by the Company rather than initially by the Government 
d ti repaid bv the Compan\ This actually simplifies the accounting process 
nos ases it was impossible to make a sound segregation between Com- 
par und Governme entertall t 
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Mr ALLEN Ther has been some questiol l plicat 
report of the GAO; bu I think tho We I ommend: 
President, from which I gather that | S¢ 
determined to be unnecessi ( Tt ( 
l oislation 

Governor SryYBOLD. I think the last bloc! n that was set nD ¢ 
was being considered to be corrected by legislation before the Senat 
committee 

Mr. Auten. Turning from the report of the GAO to the variou 
reports over the past few years of the Appropriations Committ l 
will say at the outset that I think that while the committee was 


critical of the Canal Government and the Canal Company, a good 
part of the criticism should have been directed at the legislative 
committees, if they were actually not examining into the legislative 
requirements 

This committee reported out the bill, which became Public Law 
841, fixing the tolls on the present basis, I believe. Are the tolls 
now being collected in accordance with law sufficient to take care of 
all the charges fixed upon the operation by law? 

Governor SryBoLp. That is correct 

Mr. ALLEN. The tolls, I take it, could not be reduced or raised, 
then, to comply with the law, without creating either deficits or a 
surplus? 

Governor SryBoup. I think I understand the question, Mr. Chair- 
man. The tolls, of course, could not be increased at this time with- 
out giving it attention, having a 6-month period, and the approval 
of the President. I do not know whether that answers your question 
or not. 

Mr. AuueN. Not exactly. Under the present law would an in- 
crease in tolls create a surplus, which you are not authorized to 
create? 

Governor SryBoup. I do not know that we are not allowed to 
create a surplus; but in any event we see no reason if the traffic 
continues at its present rate, and the expenses and so on continue, 
for any increase. However, of course there is the anticipation—and 
that is an anticipated estimate—that the traffic will drop off after 
this fiscal year, which might place the Company in a deficit position 

Mr. ALLEN. Phrasing the question in a slightly different form: If 
the traffic continues at the present rates would the amount produced 
by the present tolls be sufficient for an indefinite period to pay all of 
the charges which are assessed against the fund created by the tolls 
under the present law? 

Governor SEYBOLD. Yes, sir. 

Mr. Auten. The other criticism that came from congressional com- 
mittees was with regard to the wages and other benefits to the 
employees. From that criticism resulted the Booz, Allen & Hamilton 
report, which had in the main five recommendations. I believe you 
have commented rather fully on that, both here and in the letter of 
transmittal to the various committees. 

48155—54 ‘ 
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Would you care to comment any further as to the relative desira- 
bility of any of the individual recommendations? 

Governor SrysBo.p. | think the position of management and the 
Board, Mr. Chairman, is as stated in the letter of transmittal. It 
shows the position of the Board better than I could state it here, and 
the way they go about it I do not know that they felt there was any 
priority in those recommendations They thought of it as a sort of 
lump affair, and I do not believe anyone had anv heavier weight than 

‘ others 

The Secretary reminds me that the Board definitely feels that the 
first priority—which I do not think is even before the group at the 
present time—is the preservation of the 25-percent differential. That 
is the key of the entire report and recommendation. 

Mr. Auuen. Is it fair to say that the uncertainty with regard to 
future changes is more of a factor in disturbing morale than the condi- 
tions under which the employees are aow working? 

Governor Srysotp. | think that is a very fair statement, sir. 

Mr. ALLEN. In that report there were comparisons made with other 
operations by American companies in foreign countries. I think some 
of the oil companies and possibly fruit companies and others were 
involved 

In your opinion was that comparison with the United States em- 
plovees in the zone really a fair comparison? 

Governor SryBoup. | think it was a fair comparison; yes, sir. 

Mr. Auten. Is there any difference in law with regard to the pay 
and benefits given to classified employees of the government and the 
employees of the Canal Company? 

Governor SeyBo.p. No, sir 

Mr. AtueNn. Under the law are you required to hire the Canal Com- 
pany) employees pursuant to the Classification Act? 

Governor SEYBOLD. No. 

Mr. AttenN. The Company then could, if it wanted, have two 
different standards? 

Governor SEYBOLD. That is right. 

Mr. ALuien. But for practical purposes it is required, I take it, that 
the standards be identical? 

Governor SryBoup. That is right; yes, sir. 

Mr. Auten. The only other inquiry I have in mind is as to whether 
the ships of the Canal Company should be operated, or whether other 
methods of transportation of goods and persons might do as well or 
better. 

Governor Srynoip. We feel that the operation of the Panama Line, 
Mr. Chairman, is one of the important features of the Panama Canal 
Compan) 

Section 249 of title II of the Canal Zone Code, which is one of the 
sections of the act of June 29, 1948, constituting the charter of the 
Panama Canal Compay, provides that the corporation may construct 
or acquire vessels and operate them for transportation of passengers 
or freight and for other purposes 

This provision of the charter recognizes the need for continued op- 
eration of the steamship line, which was acquired by the United States 
at the time of commencement of the construction of the Panama Canal. 
The overall purpose of operation of the line is to provide a line of com- 
munication and supply for the vital canal enterprise over which the 
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Government has complete control and furnishing transportation of 
supplies, employees and their families and dependents in support of 
operation of the canal. Reduced fares on the line permit emplovees 
to take periodic recuperative leave, which has always been considered 
‘ssential to maintain health and efficiency of the employees 

[ think that latter is the key of the whole thing. \\e must furnish 
some means to allow the average employee to have and take a periodic 
leave, and it is essential, and the steamship line is the means by which 
ve are enabled to do that 

In 1939 the corporation out of its own funds constructed three fast 
ombination steamers to replace the obsolete ships t that were ns rated 
by the Company. The new ships were designed not only to take care 
of the passenger and freight needs of the Panama Canal, bets at the 
nstance of the President of the United States also served as a military 
auxiliary in case of a national emergency During World War II all 
three vessels were turned over to the armed services 

After the termination of World War II, the Company’s three 
vessels were returned and resumed operation between the United 
States and the Canal Zone in support of the canal enterprise. At the 
irgent request of the Government of Haiti, the Company has now 
uranged to resume calls of ships at Port au Prince. This service was 
furnished to Haiti before the war, and after discontinuance of the 
calls by the Company ships at Port au Prince during the war the 
Republic of Haiti was largely dependent upon foreign flag service 
for interchange of commerce with the United States and had no 
passenger service other than sporadic calls for tourist vessels. The 
rophorstion of first class American flag passenger and freight service 

» Haiti was highly advantageous in the de ‘velopme nt of commerce 
with the United States, and the fact that the line is owned and oper 
ated by the United States Government has definitely furthered 
friendly relations between the two nations. 

The substantial reasons underlying the operation of these ships 
by the Panama Canal Company have been recognized by Congress 
on various occasions in considering proposed legislation to limit the 
operations of thesteamship line. For example, at the time the Ship 
ping Act of 1920 was under consideration, the Senate rejected an 
amendment which would have limited the operations of the steam- 
ship line. Subsequently, in considering the economy provisions of 
the Legislative Appropriation Act of May 1932, the House of Repre- 
sentatives adopted an amendment striking from the bill language 
which would have required discontinuance of the steamship line 
In considering the Merchant Ships Sales Act of 1945, a section of 
the act which prohibited operation of vessels in commercial service 
of the United States was amended to eliminate language which would 
have prevented the Panama Canal Company from continuing opera- 
tion of the steamship line. In formulating the charter.for the Panama 
Canal Company in 1948 this committee included among the powers 
of the corporation the power to continue operation of the line 

The several acts of Congress referred to above and the related 
legislative history established beyond question the consistent recog- 
nition by Congress of the importance of the continued existence and 
operation of the Panama Line as a necessary adjunct of the Panama 
Canal Company. The reasons for the continuation of operation of 
the line by the Company are as valid now as they have been through- 
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Mr. ALLEN. Few 
Governor SEYBOLD. Wi uuld give the numbers of our people who 
traveled by our ships, but id | rather difficult to find out the 


sumbers that travel otherwis« 

Mr. Mumma. Is the number in the last 4 or 5 years appreciably 
dropping? Can you see in your own mind that effect, although vou 
ao not have fi 


G,overnor SEYBOLD No sir; not very many 





ures, to show that there are a lot going by air? 


Mir. Mum™ There is a big difference in the cost, is there not? 

Governor SEYBOLD. Yes But not very many a tually travel by 
air on Vacations 

Mi \lLUMMA Has there bee any protest about your stopping at 
Haiti? 

Governor SeYBOLD. No, sir. On the other hand, they are very glad 


we are stopping 

Mr. Mumma. I mean one of our shippers 

Governor SEYBOLD. | have not heard of any They have never 
protested to me 


Mr. Mumma. I imagine you do not make a lot of money on your 


passenger trade anyhow, do you? Everybody goes at a reduced rate? 

Governor SeYBoLp. On the Haitian trade, people like to stop there 
on Ou! ships 

Mr. Mumma. Yes 

Mr. Autuen. I have one other question, Governor, and I will be 
through 

On page 8 of your statement you end up the paragraph by saying 
that Congress should be alert to the danger of dilution of the cor- 
porate from by unwarranted encroachments upon the authority of 
the Board of Directors and management of the corporation. I per- 
sonally think that is a very important statement, and I would like 
to give vou every possible opportunity to show us who is encroaching 
on what 
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[ do not know whether vou would like to go anv further with it 
now or not 

Governor SEYBOLD. [ think that statement covers mostly mv fears 
which are maybe classified greatly as “‘anticipatory.” 

The problems, as you are well aware, having been down there and 
and having made such a thorough investigation, are very complex 
Sometimes something may seem to be advantageous on the face of it. 
particularly when one is at a distance away and is placing the ques- 
tion, you might say, in the environs of Washington or Baltimore as a 
Lor ale, but it does not work out down there We do have those inter- 
locking problems which are rather complex, and I think one has to 
really study these and be in daily contact with them on the manage- 


ment plane; rather than, you might say, from the outside. So we do 
have those problems in this very complex group 

Maybe I am one of those chaps who is worried before I get to the 
fence, but it Is a pl yblem, and perhaps | anticipate too much ¢ Lo 
vhat the problem is down ther 

\I ALLEN. Are those encroachments potential o herwis 
primarily in the field of personnel management? 

Governor SeyRoup. Well, | would not say that Personnel and 
fiscal, both. Of course everything, Mr. Chairman, finally in many 
ises—in fact, most cases—comes back to personnel in some manner, 
hape, or form [t seems like all of our problems in some way finally 
affect the personne! of the Company: even t! mes wl ich Appear tf 


ve on the face of them purely fiscal 

Mr. Atuen. Did you have some questions, Mr. Zincke? 

Mr. ZINCKE (counsel to committee). Yes, sir; | do, Mr. Allen 

Mr. ALLEN. Fine 
\ir. Zinckp. Governor, with respect to the Panama Line, what is 
the peak period of business with respect to passengers and freight? 

Governor Srypoup. Taking the negative form of that in the answer 
! would say the lower period would be from the middle of March or 
the first part of March to the end of May 

Mr. Zinckr. Now, taking the positive side of it, during the high 
period, what percentage of the capacity of passengers and freight is 
itilized? 

Governor SEYBOLD. I am very Sorry ; would vou repeat it? 

Mr. Zincke. Let me rephrase it. What is the capacity of your 
ships with respect to passengers, considering each ship; approximately? 

Governor Srypoup. I think lamright. As 1 remember it is approx- 
imately 200, if every bunk were taken. You understand, in a passen- 
ger ship that is never so, because a stateroom may have 4 bunks, but, 
of course, it is just occupied by 2 people. 1 think that is rather 
normal. 

Mr. ZincKe. What would you estimate to be the maximum number 
of passengers carried during the peak period on a ship? 

Governor SeYBOLD. Right at the moment we are carrying some- 
where around 175 or 180 passengers on a trip northbound; because, 
you see, all of our folks are coming out for the vacation period. South- 
bound the percentage is quite low. 

Mr. Zincke. With respect to freight, what is the capacity of the 
ship? 

Governor SryBotp. I am not too fully familiar with it, but it is 
somewhere around 4,000 to 5,000 tons 

Mr. Zincke. What is the peak freight carriage? 
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Governor SEYBOLD. That varies. At times you go up practically 
to capacity, and then at other times it drops down to 1,000 tons or so. 

Mr. Zincke. At what period of the year is it being utilized to 
Capac4ily 

Governor SEYBOLD. Well, it all depends on the zone activities 
1 do not think that is particularly seasonal. We in our procurement 
generally plan for a level procurement. 

Mr. Zincke. What I am attempting to get at, Governor, is the 
fact that a recommendation has been made that the service be main- 
tained by 2 rather than 3 vessels. Will you comment on that? 

Governor SEYBOLD. Well, there are times—and a good percentage of 
the time—when we need the capacity of the three. Likewise, there 
are times when possibly by judicious scheduling two would be enough 

On the other hand, I must again remind the committee that these 
ships now are beginning to pay all their way, as a whole. Under 
the oe sent rate of traffic they are doing very well. 

Mr. Zincke. When = say “paying all their way’ you mean they 
are al ing sufficient to se tupa fund for replacement? 

Governor SeYBoLD. The depreciation is in the cost; yes. 

Mr. Zincxe. To go back to some questions that- Mr. Dorn was 
asking last Wednesday, with respect to truck operations in the 
zone 

Governor SEYBOLD. Yes l am glad you mentioned that i 

ecked on that. I would like to answer it 

Ocean freight consigned to a destination in Panama which involves 
ransportation across the isthmus from a port at which the freight 
is discharged by the vessel may be handled either by truck or by rail 
There is no recuirement that freight arriving at Canal Zone ports be 
ransported across the isthmus by the Panama Railroad. 

In common with other carriers operating in similar situations, at 
the option of the shipper a through bill-of-lading may be issued when 
the cargo is shipped providing for shipment across the isthmus by the 
Panama Railroad. No steamship is required to enter upon or con- 
tinue such through-billing arrangements, and it may enter into the 
same type of arrangement with other carriers, including motor carriers. 

In general, the ocean freight to the Canal Zone port of discharge is 
greater than the ocean carriers’ share of the through freight under a 
through bill-of-lading. When cargo is shipped to the port of discharge 
only, the consignee has his choice of on-forwarding across the isthmus, 


and that choice obviously would depend on factors of comparative 
cost, service, and relial ility of the available carriers 

Mr. Zincke. You sav there ers that the freight to be 
transsl| ipped or carnmed across the isthm must be carried by the 
railroad, but is it not a fact that the ae na Line and others of the 
two conferences serving t one have refused to enter carrier agree- 
ments with any trucking company? 

Governor SYBOLD. Not to mv knowledge 

Mr. ZINCK! And 1s It ot a fact that any Lransshipments to truc ks 


must be made through the local freight ofhce in Cristobal or Balboa, 
rather ee eee ship recilty? 

Governor SEYBo.Lp. That is correct, but that is a matter, of course 
of the operation of the port rather than the carrier 

Mr. Zincxe. That you prohibit transshipment from the ship to 


the truck directly? 
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Governor SEYBOLD. All freight goes through a freight office there 
at Cristobal and Balboa for other reasons—not the competition of 
railroads, however. 

Mr. Zincke. The effect is to cause delays in shipments by truck 
and to increase the cost of such shipments; is that not true? 

Governor SEYBoLp. No. We would not agree with that 

Mr. ZincxeE. Is it not a fact that transshipment from ship to railroad 
takes place from approximately 7 a. m., to 1 a. m., and transshipment 
through the freight house takes place only from about 7 a. m., to 3 
o’clock in the afternoon? 

Governor SryYBoup. I have no data on that. | have never heard 
any complaints about delays in transfer of shipment through the 
freight house 

Mr. Zincke. Complaints from whom? 

Governor SEYBOLD. Anyone 

Mr. Zincke. From the trucking companies down there? 

Governor SEYBOLD. No, sir; or the people that received shipments 

Mr. Zincke. You have never received any complaints, for example, 
from Terminals Panama, the trucking company down there? 

Governor SEYBOLD. There have been—I do not know that you 
would call them complaints—but they have suggested offloading from 
ships to truck, and that in effect is practically impossible. 

Mr. Zincke. And there have been no complaints with repect to 
delays or congestion in the local freight house? 

Governor SEYBOLD. None to my knowledge 

Mr. Zincke. In your statement last week you made the following 
observations: 


Since the date the Reorganization Act became effective, first priority has beet 
given to a study of the value of properties transferred to the company as required 
by law. A preliminary appraisal and inventory of the properties so transferred 
has been completed, and firm policies governing the valuation of the properties, 
as well as the rates of depreciation and obsolescence iave been deve lope | 


Are the figures available as to the preliminary appraisal made by 
the company? 

Governor SEYBOLD. Those preliminary figures are in the hands of 
the Bureau of the Budget, and as you are probably aware, the Bureau 
of the Budget must approve all these, and until such approval is made 
I do not believe they are available because of the fact that you can 
readily realize the Bureau of the Budget may not agree with us 

Mr. Zincke. You are referring to section 246 (b) of the Canal 
Zone Code when you refer to the approval of the Bureau of the 
Budget? 

Governor SrysBoup. I think that is correct 

Mr. Zincker. Well, now, that does not refer to preliminary apprais- 
als; that refers to final appraisals, does it not? 

Governor SryBo.p. I do not know where to draw the line between 
preliminary and final because they would be the same appraisal that 
we sent up. 

Mr. Zincxke. In other words, it is preliminary until it is approved 
by the Bureau of the Budget, and then it becomes final? 

Governor SeysBoLp. That may be one way of looking at it. We 
have to present it to them, and I think you understand the reason why. 
Their approval might not be a hundred percent—I would not expect 
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it to be Until that is cleared with them, I do not feel that we are in 
a position to present it to anyone else 

Mr. Zincxe. Now, you referred to firm policies governing the valua- 
tion of the properties and the rate of depreciation and obsolescence 
have been developed. Have those policies been made available to the 
ommittees of Congress? 

Governor SryBo.p. They have been presented to the—The answer 
is ‘‘No 

Mr. Zinckr. Under section 206 (b) of the Canal Zone Code— 
referring to these various types of transfers—there is a provision 
that insofar as practical there shall be excluded from such amount 
any portion of the value of the transferred property which is properly 
alloc able Lo national def ns¢ 

What, if any, such exclusion has been attempted? 
Governor Snysoip. I would like to have the deputy comptroller 
inswer tha 

Mer STEERS There is one 1tem offhand that has been excluded. 


Lhat the value of the 


) 


| large industrial plant in the Balboa area. 

It appears on our books as a cost offset by 100 percent economic 
aluation reserve. 

Mir. Zin ‘ What is the situation with resp to other possible 

i t 

items? 

Governor SEYBOLD. I do not know tha e navy other defense 
iten 


Mir. Anten. Would you let the assistant comptroller identify him- 


ell agall 

Mir. S R Vy name 1s P} Ip L Steers, J leputly comptroller, 
Panama Canal (¢ ompany 

Mr. Zine Well, then, in your opinion, that is the only item to be 


covered by that provision of the law? 


is. The only significant item that I know of at this time. 
I wo ild not sav it is the onlv item 

Mr. Zl br. Then the effect of your statement, Governor, is that 
there 1 no data available before this committee to evaluate the 
que ion of tolls at all: is that correct? 

Governor SeYBoLD. I do not know about the “‘at all.” 

\Ir. Zincks. We are missing | or 2 of the very important factors 


thy 


Vir. STEEI 


juation!’ 

Governor Sryvroip. That is right. You have not gotten that 
information. 

Mr. Zincke. Therefore, in your opinion, this committee is not in 
a position to discuss the question of tolls to any degree? 

Governor Srtyroup. Not until those determinations are made. 

\MIr. Atuen. With the exception that if we wanted to change the 
base of the tolls that would be a congressional policy matter separate 
from existing law? 

Governor Srysouip. That is right 

Mir. Zinckr. Those are all the questions that I have, Mr. Chairman. 

\Ir. Auten. Governor Seybold, | asked you about several of the 
General Accounting Office recommendations, but if there are other 
statements in connection with any of them that you would like to 
have in the record, I would be pleased to have you include them at 
this point. 


~ il 
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Mr. Zincke. Mr. Chairman, in that connection, 1 requested M1 
Whitman to furnish us a statement with respect to the GAO report 
on duplications, and I requested that that be included in the record 
when it is furnished. 

Mr. Auten. That may be in order 

(The information requested will be found beginning on p. 134. 

Mr. ALLEN. Governor, I wish to thank you for both coming here, 
in the first place, and staying over, in the second place. Your com- 
ments have been very helpful to me, I know, and to the whole commit- 
tee. 

The committee will recess until further call of the Chair, which may 
be a little later this morning. 

We will go into the hearings on H. R. 7334, with regard to the trans- 
fer of certain facilities from the Canal Company to the Navy. If that 
bill is finished in sufficient time, we may have time to resume the hear- 
ing on the general investigation of Public Law 841, and its execution 

The committee will now recess on the hearing it is conducting. 

(Whereupon, at 11:35 the hearing recessed subject to the call of the 
Chair.) 








QPERATIONS OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


WEDNESDAY, JUNE 16, 1954 


Unitep States House or REPRESENTATIVES, 
COMMITTEE ON MerRCHANT MARINE AND FISHERIES, 
SUBCOMMITTEE No. 3, 
Washington, D. ¢ 

The subcommittee met, pursuant to call, at 10 a. m., in room 219, 
Old House Office Building, Hon. John J. Allen, Jr., of California, 
presiding 

Mr. Auxuen of California. The subcommittee will come to order 

Is Mr. Eckert available? 

Mr. Eckert. Yes, sir. 

Mr. Auuen of California. Mr. Eckert, will you identify yourself 
for the record, and we will proceed to hear the statement you have to 
make. 

Mr. Eckert. I will be glad to 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL 


Mr. Ecxerr. Mr. Chairman and members of the committee I am 
Charles E. Eckert from the Office of the Comptroller General of the 
United States. I have with me Mr. William A. Newman, Jr., Associate 
Director of the Division of Audits and Mr. F. Henry Barclay, Jr., of 
our legal staff. 

We are pleased to be afforded this opportunity to appear before 
the committee for the purpose of informing the committee of our 
findings with respect to the operations of the Panama Canal Company 
and the Canal Zone government and of our recommendations, based 
upon our observations, for changes in the legislation affecting the 
operations of those organizations. With the committee’s permission 
Mr. Newman will give the statement for the General Accounting 
Office. However, I have a few observations which I would like to 
make at the outset, 

The General Accounting Office is an agency of the Congress charged 
with the duty of auditing the operations and financial transactions 
of the various Government agencies. Its audits and reports are 
designed to provide an independent view of the operations of any 
given agency for the benefit primarily of management and of the 
Congress. 

The material which will be presented here this morning is for the 
most part contained in our report of audit of the Panama Canal 
Company-Canal Zone government for the fiscal year ended June 30, 
1952. This report was submitted to the Congress on July 13, 1953, 
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and printed as House Document No. 207. That report generally 
reviews the operations in the zone and contains recomme ndations to 
the Congress, to the President of the United States, to the Secretary 
of the Army, and to management for changes which we believe will 
further the intent of the Congress as evidenced .in the enactment of 
Public Law 841; will eliminate existing duplication of facilities; will 
provide for the application of administrative policies consistent with 
the general policies of the Congress and of the administration in 
effect for other Government corporations and agencies; and will 
provide for the operation of the canal on a sound financial basis 
equitable to the government and its employees, as well as to shippers 

The report is in many respects critical of various oper ations in the 

anal Zone. However I want to emphasize that the agency’s tech- 
nical accomplishments are not questioned. Also, I want to point out 
that to a very large degree the criticisms in the report are directed to 
periods prior to the present administration. I want the committee 
to know that the present administration has been very cooperative, 
has received our recommendations favorably in principle, and has 
accepted and is considering many of such recommendations. 

With the chairman’s permission, Mr. Newman will give the detailed 
report of our findings 

Mr. ALLEN of California. Before we go into that, Mr. Eckert, | 
would like to ask you this one question: Our principal investigation 
here is as to the manner in which Public Law 841 has been carried out 
Would vou say, in your opinion, the progress toward making the 
transition from the old system under former law to the new system 
under 841 has been satisfactory and sufficiently fast? 

If that is a question that Mr. Newman can answer just as well, he 
may answer 

Mr. Eckerr. I think that we must say that they have made good 
progress. Whether it has been done as promptly or as well as could 
be expected in the time allotted, Mr. Newman may give you more 
hight on that than I could 

Mr. Aven of California. Any questions? 

Mr. Dorn May I reserve any questions as long as Mr. Eckert is 
going to stay 

Mr. Auten of Catirornta. Mr. Newman, will you identify your- 
self for the record and proceed with your statement, please? 

Mr. Newman. Thank vou, Mr. Chairman 


STATEMENT OF WILLIAM A. NEWMAN, JR., ASSOCIATE DIRECTOR 
OF AUDITS, GENERAL ACCOUNTING OFFICE 


Mir. Newman. Mr. Chairman and gentlemen. of the committee, 
my name is William A. Newman, J 1 am an Associate Director of 
the Division of Audits of the General Accounting Office. The audits 

‘the Panama Canal Company-Canal Zone government and its pre- 
decessor organizations have been under my supervision for the past 


4 vears, 1950, 1951. 1952. and 1953 i is a pleasure to appear before 
this committee today to present our views in connection with our 
recommendations for legislative: cha inges to Public Law 841, 8lst 
Congress, 2d session, set forth or ally in our audit report for fiseal 
vear 1952 (H. Doc. 207, 83d Cong., 1st sess 


statins? 


eee 
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Briefly, the authority of the General Accounting Office to audit 
the canal organization prior to the effective date of reorganization 
July 1, 1951 (Publie Law 841, SIst Cong., 2d sess.) was contained in 
the Corporation Control Act of 1945 for the Panama Railroad Com 
pany and the Budget and Accounting Act of 1921 for the Panama 
Canal agency. The latter was restricted to an audit of receipts and 
disbursements which amounted to an audit of cash received and 
paid out 

The authority contained in the Federal Property and Administrative 
Services Act of 1949 and the Accounting and Procedures Act of 1950 
greatly broadens the scope and responsibility of the General Accounting 
Office with regard to the Canal organization almost simultaneously 
with the passage of the act which reorganized the Canal enterprise 
Effective July 1, 1951 (fiscal year 1952) the first comprehensive audit 
of the Canal organization as a whole was made 


PURPOSE OF THE COMPREHENSIVE AUDI1 


Stated as simply as possible the purpose of the comprehensive audit 
Ss to determine how well the agency or activity under audit has 
discharged its financial responsibilities. Finanical responsibilities in 
this case are construed as including the expenditure of funds and the 
utilization of property and personnel in the furtherance only of 
authorized programs or activities and the conduct of programs or 
activities in an effective, efficient, and economical manner 


AUTHORITY 


Congressional authority for audits with this objective clearly exists 
. J 

in the legislative history of the Budget and Accounting Act, 1921, and 

the Accounting and Auditing Act of 1950, 

Section 312 (a) of the Budget and Accounting Act, 1921, states 

The Comptroller General shall investigate, at the seat of Government or 
elsewhere, all matters relating to the receipt, disbursement, and application of 
publie funds. i2 Stat. 24, 31 U.S. C. 7] 

Section 117 (a) of the Accounting and Auditing Act of 1950 provides 
that: 

Except as otherwise specifically provided by law, the financial transactions of 
ach executive, legislative, and judicial agency, including but not limited to the 
accounts of accountable officers, shall be audited by the General Accounting Office 
n accordance with such principles and procedures and under such rules and 

gulations as may be prescribed by the Comptroller General of the United 
States In the determination of auditing procedures to be followed and the 
xtent of examination of vouchers and other documents, the Comptroller General 
shall give due regard to generally accepted principles of auditing, including 
‘onsideration of the effectiveness of accounting organizations and systems, internal 
1udit and control, and related administrative practices of the respective agencies. 
64 Stat. 836, 31 U.S. C. 67 


AUDIT OBJECTIVES 


In order that the full responsibility of the General Accounting Office 
in the audit of a Government agency may be discharged, the following 
determinations must be made: 

1. That the agency is carrying out only those activities or programs 
authorized by the Congress and is conducting them efficiently and in 

he manner authorized 
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2. That expenditures are made only in the furtherance of authorized 


activities and in accordance with the requirements of applicable laws 
and regulations. including decisions of the Comptroller General. 

That the agenev collects and accounts properly for all revenues 
an pts arising trom its activities 


t That the assets of the agency or in its custody are adequately 


sal ] ed and controlled and utilized in an efficient manner 

hat reports by the a neles to the Congress and to the central 
control agenchk such as t he Bur au ol the Budget, dis¢ lose fully the 
natu ind scope of activities conducted and provide a proper basis 
for e\ iluat ne the agencies operations 


NATURE OF THE COMPREHENSIVE AUDI! 
In order to make these determinations and to take the actions which 
may be necessary, the comprehensive audit includes 
l A study of the pertinent laws and legislative history to ascertain 


congressional intent, and | may say at this point, if | may inject a 
thought, that this is one of the areas in which we have quite a bit of 
comment, as to the purposes of the activities engaged in by the agency, 
their intended scope, the manner in which they are to be conducted, 
and the extent of the agency’s authority and responsibility. 
2. A review of the policies established by the agency (and to the 
extent applicable, by the central control agencies) to determine 
whether a They conform to the intent of Congress, and (6) they are 
designed to carry out the authorized activities in an effective and 
efficient manner 

3. A review of the procedures, practices, form of organization (par- 
ticularly as to the segregation of duties and responsibilities), and 
system of reporting, review, and inspection as well as other elements 
of internal control to determine whether they: (a) provide reasonable 
assurance of control over expenditures, receipts and revenues, and 
assets, (6) assure the accuracy, reliability, and usefulness of financial 
data, including the budget statements and supporting data presented 
to the Budget Bureau and the Congress, (c) promote operational 
efficiency, (d) result in adherence to prescribed policies, and (e) 
assure compliance with the requirements of applicable laws, regula- 
tions, and decisions 

4. A review and analysis, by activities. of receipts and revenues 
expenditures, and the utilization of assets together with all related 
control processes as a basis of evaluating the effectiveness with which 
public funds are applied and property utilized. This will include 
comparisons of performance with budget estimates and with results 
of prior periods and evaluation of costs of performance in relation to 
accomplishments. 
5. The examination of individual transactions, the confirmation of 
balance with debtors, creditors, and depositaries, and the physica! 
inspection of property, to the extent necessary to determine whether 
(a) transactions have been consummated in accordance with appli- 
cable laws, regulations, and decisions, and have been correctly classi- 
fied, (6) resources and financial transactions have been properly 
accounted for, and (c) control processes of the agency are functioning 
effectively. 
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6. The exploration and full development of all important deficiencies 
encountered and the presentation of appropriate recommendations 
for corrective action by the Congress, whe re needed, agency heads 
or the control agencies such as the Bureau of the Budget, the Civil 


Service Commission, and the General Services Administration. This 
will include the reporting of any programs undertaken or transactions 
completed without authority of law disclosed during the audit as well 
as the stating of ex eptions against accountable officers and the making 





of collections resulting from ille al or otherwise u iproper expendalt 
To carry out the broad responsibilities of the General Accountins 
Office, the Division of Audits maintained a staff in the Canal Zone of 


16 men for the 2 years ending December 15, 1952. The first com 


prehensive audit was a joint effort of the Division of Audits, Account- 
ing Systems Division, Trasnportation Division, and the Office of 
Investigations of the GAO. ‘lhe present audit of the canal organiza- 
tion requires about 12 men for a period of about 5 months from July 
15 to December 15 The report to the Congress, covering fiscal 
year 1952 (H. Doc. 207, 83d Cong., Ist sess.), while a large and com- 
prehensive document, represents only the important recommenda- 
tions to the Congress, the President, the Secretary of the Army, and 
the Board of Directors. In addition, several survey reports of major 
activities were submitted to the management, containing many 
recommendations. Since July 1950, we have made about 370 recom- 
mendations as follows: 


To the Board of Directors 


February 23, 1951 ig 
February 28, 1952 34 
Subtotal 53 

To the management 317 
Total 370 


Prior to May 1952, the canal organization officials did not cooperate 
with us. As a result little was accomplished in reducing operating 
costs and improving efficiency. In May 1952, Mr. Frank Pace, Jr., 
then Secretary of the Army, made a complete change in top officials, 
appointing as governor Brig. Gen. John 8. Seybold. Since then we 
have had cooperation, and much has been done by placing many of 
our recommendations into operation. However, some of the recom- 
mendations are far reaching and will require research and considera- 
tion before final determination can be made on their adoption. 

Subsequent to the 1952 audit report, but as a result of knowledge 
gained from our audit survey and investigation work, we issued in 
September 1953, a 98-page Report on a Survey of Duplication of 
Government Activities and Related Facilities in the Canal Zone. 
The reported duplication of Government activities and facilities 
existed (1) within the canal organization, (2) within the armed 
services, and (3) between the canal organization and the armed 
services. Thirty areas were covered, of which the duplication of 
hospitals was perhaps the most important. This report was trans- 
mitted to all committees of the Congress, the Governor or President 
of the canal organization, the Bureau of the Budget, and the Secre- 
taries of Defense, Army, Navy, and Air Force. As of January 1, 
1954, very little had been accomplished toward elimination or con- 
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solidation of these duplicate facilities and activities by the various 
agencies involved 

The major savings from the adoption of certain recommendations 
follows 

1. Adoption of our recommendation to abolish the Washington 
office was approved by the Board, March 31, 1952, effective July i, 
1953. This resulted in a reduction in the Washington office staff 
from 129 to 7 persons with an increase of 19 persons in the procure- 
ment staff in New York. This action resulted in a saving to the 
Company of approximately $500,000 in the fiscal year 1953 and a 
like amount annually thereafter 

2. As a result of our recommendation to the Board of Directors in 
February 1952, the long-range housing construction and replacement 
program in the Canal Zone was cut in December 1952, from an esti- 
mated cost of $80 million to $40 million, with an annual reduction 
in operating expenses of at least $1.500.000 Governor Seybold in 
his statement of June 9, 1954, before this committee stated that the 
housing replacement had been further reduced to $27 million. Thus, 
the original plans to spend $80 million of Government funds was 
reduced by $53 million. 

3. A survey of the Harbor Terminal Division indicated that steve- 
doring rates were not recovering direct costs. As a result of the 
adoption of our recommendation to the Board $275,000 of additional 
revenue for the fiscal year 1953 was received by the establishment of 
higher rates. Billing procedures were also improved, resulting in a 
reduction of the number of billing clerks required. 

1. The Company commissary stores had traditionally used scrip 
instead of cash. The adoption of our recommendation that authorized 
persons should be permitted to purchase by cash upon presenting 
proper identification, resulted in annuai savings of $250,000 by elim- 
ination of the cost of printing, handling, and auditing coupon books. 

Many other savings have been made by changes in policies and 
procedures to strengthen internal and management controls of inven- 
tories, payrolls, procurement, and sales of surplus or excess material 
or equipment, but the dollar amount is indeterminable. 

Our audit report for fiscal year 1952 (H. Doc. 207, 83d Cong., Ist 
sess.) was issued July 13, 1953, or near the adjournment of the Con- 
gress. Therefore, | would like to read into the record at this point 
the 12 recommendations contained in that document (pp. 17-27) and 
a brief summary of our reasons for each recommendation. 

Mr. Chairman, if 1 can proceed with this and then later if you wish 
we can take them up individually in the report 

1. CREATION OF A SINGLE INDEPENDENT AGENCY 

This would combine the present Panama Canal Company and 
Canal Zone government into one entity with sufficiently broad powers 
to cover their operating responsibilities 


2. ESTABLISHMENT OF A SINGLE ADMINISTRATOR OR A SMALL BOARD 


A full-time small operating board or administrator located in the 
Canal Zone is suggested to replace the present 13-man part-time board 


which holds regular quarterly meetings and special meetings as 
ired in Washington and in the Canal Zone 
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8. TRANSFER OF EMERGENCY FUND INTO THE UNITED STATES TREASURY 
AS A DIVIDEND 


The $10 million emergency fund required by law to be maintained 
by the Company has never been used and, to the knowledge of the 
General Accounting Office, the Company has no plans to use it. 
Because of the limited periods for which the fund is available, it is 
apparent that the use of the fund should not be contemplated in con- 
junction with capital improvements. 


4. RECOVERY OF DEPRECIATION OF CANAL CONSTRUCTION COSTS 


The law should be amended to permit and require the recovery in 
the tolls rate of depreciation or amortization of fixed property classified 
as nondepreciable in the amount of $310 million. 


5. RECOVERY OF INTEREST PAID DURING CONSTRUCTION 


Concessions to ship operators for defense items are no longer re- 
quired, as Government vessels are now required to pay tolls at com- 
mercial rates. 


6. PAYMENT BY THE COMPANY OF INTEREST ON THE NET INVESTMENT 
IN THE CANAL ZONE GOVERNMENT 


Statutory exemption from the recovery of this interest cost results 
in financial benefits to ship operators, half of them foreign, and canal 
employees, at the expense of the taxpayer. 


7. CHANGES IN COST-RECOVERY FORMULA TO INCLUDE AN ALLOWANCE 
FOR CONTINGENCIES 


The purpose of this suggestion is to preclude the United States 
Government from sustaining an ultimate loss from operations due to 
an inadequate toll rate, and to reduce the fluctuating factor due to 
economic or other conditions which affect revenues of the organization. 

If I may digress for just a moment, that recommendation, or the 
formula as it now appears in Public Law 841, seems to be the focal 
point of what the trouble is at the present time. We will go into that 
in more detail later. 

Mr. Dorn. What trouble is this? 

Mr. Newman. It is the formula in the legislation, using the gross 
revenue basis for allocating Canal Zone costs. 


8. DIRECT PAYMENT TO THE CANAL ORGANIZATION BY OTHER GOVERN-= 
MENT AGENCIES 


The General Accounting Office recommended that service rendered 
to other Government agencies by the canal organization be on a cost- 
reimbursable basis, so that it will operate on a self-sustaining basis as 
intended by the reorganization legislation. 


9. EMPLOYEES’ LEAVE 


It is recommended that employees’ leave in the Canal Zone be 
granted on a basis uniformly applied to all Government agencies in 
the zone. 


48155—54 5 
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10. TRANSFER OF CANAL ZONE POSTAL SERVICE TO THE POST OFFICE 
DEPARTMENT 


This change would conform present operation of postal service in 
the Canal Zone to that in Territories and possessions of the United 
States such as the Virgin Islands, Puerto Rico, Alaska, and Hawaii. 


11. LIMITATION ON PERSONAL SERVICES FOR THE GOVERNOR 


This would conform to present congressional policy with respect 
to such limitations in appropriations covering similar expenditures of 
the Governors of Alaska, Hawaii, Virgin Islands, Guam, and American 
Samoa 

12. LIMITATION ON ENTERTAINMENT EXPENSE 


This recommendation proposed that future appropriation acts 
provide for a single limitation on the entertainment expenses of the 
Canal Zone Government and the Panama Canal Company. 

Based on our observations in the audit for fiscal year 1953, we are 
considering additional recommendations to the Congress, which, if 
approved by the Comptroller General, will be incorporated in the 
audit report for that year. This report should be ready for release 
within approximately the next 30 days. Briefly, these tentatively 
proposed recommendations concern: 


LIMIT THE RETENTION OF CASH FOR CAPITAL EXPANSION TO THE 
ENSUING YEAR 


Retention of excessive amounts of cash for a period of years in 
anticipation of major capital long-term improvements is unnecessary 
because the basic legislation provides that the Company may receive 
appropriations for these improvements. 


2. PAYMENT OF A DIVIDEND BY THE COMPANY 


We recommend that the Company be required to pay $15 million 
into the Treasury as a dividend. 


3. ESTABLISHMENT OF THE BASIC PRINCIPLES IN THE LEGISLATION FOR 
THE DETERMINATION OF PRICES FOR COMMODITIES AND SERVICES 
ro ITS EMPLOYEES AND OTHER CUSTOMERS 


The General Accounting Office considers that the classification of 
employee transactions as transactions within the Company in accord- 
ance with the Board’s interpretation of paragraph (b) section 412, 
title 2 of the Canal Zone Code is not in accord with the intent and 
purposes of the basic legislation. 

Mr. Auten. Thank you, Mr. Newman. Any questions, Mr. 
Mumma? 


Mr. Mumma. I don’t believe so. 

Mr. Atuten. Mrs. Sullivan? 

Mrs. Suttivan. Yes. Taking that very last one first, I don’t 
quite know what this means—the very last thing that you read— 


The General Accounting Office considers that the classification of employee 
transactions 


and so forth. Can you explain that a little further, Mr. Newman? 
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Mr. Newman. Yes, I would be glad to. What I am looking for 
here is the provision. It is House Document 460, 8ist Congress. It 
is the communication from the President of the United States which 
accompanied the proposed legislation which was later passed as 
Public Law 841. 

Mrs. Sutiivan. Does this determination of prices for commodities 
mean the prices of foods and articles they buy through the commis- 
saries, and their housing, rental? 

Mr. Newman. That is right. When the new board—I guess it 
was about a year after the reorganization was effective—studied the 
operations, they came up with a plan that provided that the activities 
be separated into three groups, the canal, then business operations, 
and then employee service operations. In setting up that structure, 
it was the policy that the employee service operations would not get 
any allocation of the, say, Canal Zone Government costs. 

Now specifically the legislation 841 provides a formula for the allo- 
cation of Canal Zone Government costs. I think I could find that in 
a minute if you like. 

Mrs. Suutivan. May I ask you, What do you mean by the em- 
ployee service operations? 

Mr. Newman. Those would be housing, for example, and other 
services to employees like telephone, and you would have your com- 
missary operations. It would be any of the facilities used by the 
employees in their livelihood. 

Mrs. SututivaANn. You mean the operation of the commissary? 

Mr. Newman. That is right. 

I would like to read into the record the particular provision that 
has been causing the difficulty. This is section 412, Public Law 841: 

Tolls shall be prescribed at a rate or rates calculated to cover as nearly as 
practicable all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances relating thereto, including interest and 
depreciation and an appropriate share of the net costs of operation of the agency 
known as the Canal Zone Government. In determination of such an appropriate 
share, substantial weight shall be given to the ratio of the estimated gross revenues 
from tolls to the estimated total gross revenues of the said corporation, exclusive 
of the cost of commodities to be sold, and exclusive of revenues arising from trans- 
actions within the said corporation, or transactions with the Canal Zone 
Government. 

Now actually what the board came out with was a policy whereby 
the Canal Zone Government—take the rent as an illustration. We 
could give others. There is no element of cost for Canal Zone Gov- 
ernment calculated in the rents. Interest is included, but Canal Zone 
Government is not. 

Mr. Dorn. Interest on what? 

Mr. Newman. Interest on the investment of housing. In other 
words, that would be what the net investment is. They figure interest 
on that. 

Mr. Dorn. At what percent? 

Mr. Newman. Well the running percent, whatever it is, to the 
Treasury. That changes. You see the Secretary of the Treasury 
determines the interest rate, and, of course, that would vary. 

Mr. Dorn. Vary within what figures? 

Mr. Newman. Two to three percent. 

Mr. Eckert. I think it is around 2 percent. 

Mr. Newman. It is a little over 2 percent now, I believe. 
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Mr. Autuen. I don’t like to interrupt an interesting discussion, but 
Mrs. Sullivan has the floor. 

Mr. Dorn. You don’t mind my interrupting, do you? 

Mrs. Suuturvan. I don’t mind this because I am trying to delve 
into something I know very little about. I would welcome some 
more questions 

Mr. Eckert. Mrs. “peti would you mind if I just made a little 
statement on that? I want to clarify any impression that we are 
interested in or feel that all costs in these items should be recovered. 
That, I think, may be implied somewhat from it, but it is not our 
recommendation. It is not necessarily true that we would have to 
recover cost. We would be the first to agree that if it cost $200 to 
maintain a residence that the employee should not have to pay, 
ne ly, the $200 a month. He should only pay what would be 
reasonable and ] proper for that type of housing, as determined by the 
vveiume ‘nt, and, of course, the Government would have to pick up, 


or the tolls would have to pick up the difference. But our position is 
that these elements should be in there so we would know what the 
situation is, and then the board determine a pricing policy which would 


recover cost to the extent possible, of course, but limited to a reason- 
able return for the service 

Mrs. Suuurvan. In other words, a certain percentage of that would 
ye applied to the rents charged, while the rest of it would be applied 


the general expenses to operate the canal? 
Mr. Eckert. If there was an excess over what the reasonable traffic 
should bear. th il would be the answer. 


Mrs. Sutitivan. How did they arrive at the figure that they put 
on the - rease of rents when they raised them, as I unde rst and, almost 
double from what they were paying under the old plan? Did they 

say that they would charge 50 percent of the cost of operating and 
maintaining the housing and replacing the housing to rentals that they 
put on the workers, or what percentage, what rate did they apply to 
that, and how did they come to a figure? 

Mr. Newman. Broadly speaking, I would say that they included 
their maintenance cost, what that would be, what the depreciation 
would be, what the interest would be, but there was nothing for Canal 
Zone government costs included as an element in determining the 
rentals. 

Now there was a great deal of variance there as to the structure of 
the house, of course. Some of them were 20 and 30 years old. In 
other words, that is just the broad policy and not individual cases, 
because in some cases it turned out—I am not too familiar with all 
individual rental raises, but I know there was a considerable amount of 
objection by the employees when some of them had 100 percent in- 
crease. Well, that was possibly so. They really didn’t have a well- 
established policy in the past. It wasn’t until Congress took action 
a good many years ago in regard to the Panama Canal, that they 
shouldn’t have free rent and that rent should be reasonable, in acc ord- 
ance with the Bureau of the Budget Circular 845, which was later put 
into law, so at the moment I would say that all costs are included in 
determining the rental except Canal Zone government. 

Mr. Eckert. You have within the board determination a final 
analysis that they are reasonable and the people can afford to pay 
them. 
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Mr. Newman. Again I want to say this: that in our 1952 report, 
and it will not change in 1953—1I think it still exists—until all ap- 
praisals of all assets are made, we feel that there have been consider- 
able plans that were made, for example, for Summit that were charged 
off the books. Well there were similar plans made for other com- 
munities. 

I am now thinking of Balboa. They made plans to build a house 
this way, and the result is that they scheduled that and then decided 
to build another way, and those plans have been revised and revised. 
The point is that those costs are still in construction cost. 

Now we personally think that even the new housing program should 

be reappraised to determine what is the value of this housing. 
You remember I just remarked there was an $80 million program, but 
now it is down to $27 million, but don’t forget all the plans and all the 
time spent is all in the construction figure for an $80 million program, 
except that part that was being weeded out at Summit for $250 
million—I am just giving round figures here—and then there is also 
$1,250,000 that was charged off the books in 1953 for Cardenas. 
Those two have been eliminated, but there are still other costs 
involved in the construction that should be pulled out, and I believe 
the only way that you will be able to determine a fair and reason- 
able rental is first to see what the houses are really worth. In othe 
words, what could we build them for and eliminate all the water out 
of the construction cost. 

Mrs. Suttivan. When those houses were started and then just 
done away with or the plans were changed in that little village, or 
whatever it is, or abolished, is that cost reflected in the total cost that 
they applied the percentage to for charging the rentals? 

Mr. Newman. No; that cost was eliminated, but they do take the 
individual house, you understand. In other words, the costs have 
been high. Other committees of Congress have gone into it and 
they run quite high—$14,000. It depends on the size and type, and 
that is without the cost of land, but they take, really, the individual 
construction costs of this new house. 

They have some beautiful homes down there. I think they are 
ideal. I would certainly like to have one up here of my own. 

Mr. Dorn. Which houses are you referring to? 

Mr. Newman. I will take the most recent because I know the com- 
mittee is interested in that, and those are the ones over at the new 
Corozal development. One of our former employees lives in one, 
and it is very ideal. 

Mr. Dorn. There is no basement; they are all one floor? 

Mr. Newman. We have ramblers here with no basement. 

Mr. Dorn. They are all one floor? 

Mr. Newman. That is right, because they don’t need heat. 

Mr. Dorn. There are only about two bedrooms? 

Mr. Newman. I think 2 or 1. Some of them may have 3. 

Mr. Dorn. Are those valued at, you say construction cost $40,000? 

Mr. Newman. I said $14,000, but the large ones would be more. 

There has been a figure used here before that I think should be 
clarified for the record. It has been used at other hearings. There 
were houses built for officials of the Company near the administration 
buildings and the cost ran $40,000, but that has no bearing on the 
overall program, that other similar houses run that much. Those were 
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more or less, you might say, model homes, or experimental to some 
extent in trying materials in the tropics to see if they could weather 
the climatic conditions. So you shouldn’t use that as a guide. 

Mrs. SULLIVAN. Does it cost the Government more to build housing 
there than it would a private compaff¥ going into operations? I think 
some of the oil people have housing for their employees. 

Mr. Newman. I would say offhand that the Company, for the most 
part, has given up the idea of constructing houses themselves. We 
seriously criticized that in 1951, and that all is reflected in the reduc- 
tion of the number of employees that has been made by the curtail- 
ment of housing programs, and the stopping of keeping a big force 
together. The Government has cooperated a thousand percent that 
way. 

Mrs. Sutirvan. If the Company doesn’t build, who will? 

Mr. Newman. They bring the contractors from the United States. 

Now back to your question, Mrs. Sullivan. You asked would it 
cost the contractor more than the Company. I would like to say this: 
I believe that the reason cost is running high—TI would say offhand 
that the contractor’s costs don’t amount to as much as the Company 
cost, but I will give you an illustration of what goes on, and it has 
caused us considerable difficulty. One thing I think is that the speci- 
fications that the Army engineers want to use have got to be down to 
the minute detail. In other words, the flooring has to be absolutely 
level or within a tolerance, say, of a quarter of an inch, or something 
like that 

Just to give you an illustration of my house, if I may digress for a 
moment. I bought a house in Arlington when I came out of the Air 
Force, and it was one of the houses that was built similar to those 
down there on a production basis. You just cut down all the trees 
and put the houses in. Well, I can take one of my son’s marbles and 
put it at the front door and the thing makes a bee line right to the 
kitchen. 

One day I sat in my easy chair looking out into the dining room, 
and noticed that our new table was not level with the window sill. 
They are both supposed to be on a level. Being one of those new 
homeowners that have to be carpenters and plumbers, and everything 
else, of course I have a level. I put it on the table, and I had to put an 
inch block of wood underneath the table top to level the table. There 
is no need why things have to be perfect. We have contacted con- 
tractors and we will be glad to give the names of them, and they have 
stated if the specifications didn’t have to be so strict it would reduce 
the cost considerably. 

Mr. Dorn. Where do the specifications come from? 

Mr. Newman. Army. In the Government there is a tendency that 
everything has to be so absolutely perfect, and it isn’t absolutely 
necessary to have it absolutely perfectly level or within a quarter of 
an inch. It doesn’t make much difference. 

Plumbing is another thing. The plumbing has to be exactly right. 

Mr. Ecxerr. I thought I would like to make this remark for the 
record: That is not peculiar to the Panama Canal. The Government 
generally requires, and as we have found over the years, its specifica- 
tions are entirely too strict compared to general commercial practices. 

Mrs. Sutitvan. Does it make them hold up any longer or are they 
more durable by being so perfect? 


— _ 
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Mr. Newman. I can best answer that by saving that we had, uatil 
recently, wooden houses, and houses that were built in 1914 of wooden 


,construction, and those would be similar to beach houses. For those 


of you who have not been to the canal, that would be a large house 
similar to beach houses. They are still standing. I wouldn’t say 
they are in good shape, but I would say they have some life left in 
them. They looked horrible because they had not been maintained 
in recent years. 

But there is still a big question, a subject which we don’t want to 
get into, as to whether to build with wood or concrete. Most con- 
sultants hired by the Company said concrete, and that is what they 
used. 

Another thing is: down there we have a big concrete plant only a 
few miles back off the main highway and you can truck it to the job. 
It is very fortunate. 

Mrs. Suuxivan. I think that is all I have right now. 

Mr. Dorn. On this last subject we were talking about, you say 
that the Army makes the specifications for these houses? Where is 
the jurisdiction of the Canal Zone Company and so forth? Why is 
the Army the one that makes the specifications? Where is the 
authority? Does the authority overlap there? 

Mr. Newman. For clarification of the record I probably should 
change my comment to this: that the engineers which the Company 
has in charge are officers from the Corps of Engineers assigned to 
duty. The chief engineer, Colonel Smyers and Colonel Withers 
before him, are in charge of the construction and the maintenance 
and that phase of it. They are now working for the Company and 
receiving military pay. 

Mr. Dorn. Do you think it is a good idea to have Army men? 
Don’t you think that civilians would be better equipped for civilian 
houses? 

Mr. Newman. Mr. Dorn, you hit a touchy subject. 1 would like 
to discuss it. 

Mr. Dorn. That is what we intend to do. 

Mr. NewMan. As a matter of fact, Mr. Dorn, I, personally feel 
and the General Accounting Office feels, that the committee did 
wonderful job in passing 841. It is a miracle they covered the 
subject the way they did in the short time they had to pass it. There 
were a lot of factors that weren’t known at the time that bill was 
passed, but it is still a good piece of legislation—very good—and 
only needs minor changes. 

My answer to your question, Mr. Dorn, is that in the opinion of 
the General Accounting Office the intent of the committee to put 
commercial management into that organization has not been achieved. 

Mr. Dorn. Why not? 

Mr. Newman. Well I could go back and say this: All of you prob- 
ably are interested or familiar with the President's message about 
Executive Order—I may be right on this now—-1885 issued in 1914 
which specifically stated how that structure should be set up. It 
was rigid. 

As a result of legislation, that was repealed and another Executive 
order issued. However, I see no change in the organization today. 
Today it is the way it was when we used to go down and audit the 
old Panama Railroad Company. The Governor is military; the 
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Lieutenant Governor is military; the head of hospitals military; the 
head of the Marine Bureau is military; the port captain on the Atlantic 
side and the port captain on the Pacific side is military, and the 
construction and engineering, of course, you have it there, and you 
will always have it, on the board. Just a casual look at the experience 
of the board members will give you a clear indication that it is dom- 
inated by Army point of view. 

Mr. Dorn. Then you think it would be a good idea if the whole 
Army is cleaned out and civilian authority put in, civilian authority 
who have been given special attention in these military functions, 
rather than military functions? 

Mr. Newman. Yes, sil 

Mr. Dorn. The answer is ‘‘Yes’’? 

Mr. Newman. Right. 

Mr. Dorn. You think it would then be better for them in the Canal 
Zone for the general overall proper administration of the canal? 

Mr. Newman. Yes, sir. I personally feel it was the intent of the 
committee, the intent of the legislation. The tools were given to 
the present management 

Mr. Dorn. Can you point to the reasons why Army control has 
continu ied? 

Mr. Newman. The reasons why it has continued? 

Mr. Dorn. In defiance of what you consider congressional di- 
rectives 

Mr. Eckert. I think one of the reasons, Mr. Dorn, is that, as 
you know, the Secretary of the Army is the principle stockholder of 
the Company. That could be changed, I assume, by Executive order. 
In other words, the President could name someone else—a civilian 
or civilian organization. That is one of the problems. No matter 
where your problem goes up, when it is received it always ends up 
with the military, in effect, dictating what is going to occur either 
through its government functions or through historical military per- 
sonnel, or through the overall stockholder of the Company, who is, 
of course, controlling the Company. 

Mr. Newman. I think you have hit one of the causes of the problem, 
Mr. Dorn. Would you mind if I read our recommendation of 1952? 
I don’t know whether you have had time to study it, and I have any 
number of illustrations here to prove my point. 

Mr. Dorn. I would appreciate it if you will note the illustration 
after. 

Mr. Newman. The second recommendation on page 19 of House 
Document 207: 








KSTABLISHMENT OF A SINGLE ADMINISTRATOR OR A SMALL BoarpD 

We recommend on be administered bv a single civilien 
administrator or b board or commission composed of not more 
than 3 members, 1 act as Governor and be responsible directly 
to the President of The administrator or board should have 
full autt t "e tal commercial activities and should have 
authority to appoint a general mar and assistant managers, officers, em- 
plovees, and agents deemed necessa the transaction of business and local 
government functions without regard to civil service ¢ lassificati is. The admin- 
istrator or members of the board should serve full time, reside in the Canal Zone, 
and be selected on the basis of successful backgrounds in governmental, utility, 
and commercial fields Their salaries and tenure in office should be set at levels 
to attract capable men. The members of the board should be appointed by the 


President of the United States with the advice and consent of the Senate. 
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Nobody in the Canal Zone or in the Company gets more than the 
Governor’s $15,000. We don’t think that was the intent when the 
Corporation was exempted from the Classification Act of 1949. 

Despite the difficulties under which the present board of directocs of 13 members 
has labored, it has instituted some major changes in financial ard accounting 
policies and in the accounting cpatallontien. But it has not yet adopted any 
major changes in operating and administrative organization and procedures which 
are essential to improve efficiency and economy. The number of improvements 
during the past 2 vears has been limited because most of the board members have 
outside interests in the United States requiring practically all of their time and 
attention. Seven board meetings have been held during fiscal years 1951 and 
1952: one meeting was held in the Canal Zone. 

I may say in 1953 there was one meeting held in the Canal Zone in 
September. They tried to hold a meeting there in 1954, in January, 
but there weren’t enough members to have a quorum, so they didn’t 
hold a meeting; they just had a special get-together of the board, and 
then reported back to the overall board. 

Mr. Dorn. Then you would say, among other things, there is 
insufficient interest in the Government of the Canal Zone by the 
members who are supposed to govern it; that is, the board members? 

Mr. Newman. | would say offhand, Mr. Dorn, that I think if 
either you or I had our private business and we had our own problems 
that little time could be spent on a board, for instance. For instance, 
if either you or I were on the board of the Canal Zone, it would be like 
trying to run it by remote control. 

Mr. Dorn. Similar to absentee ownership. 

Mr. Newman. That is right. 

Mr. Dorn. Would you say that the present members of the board 
don’t know enough about the functioning of the Canal Zone to 
properly regulate it or properly rule? 

Mr. Newman. No. I would say in any business, whether it is the 
Canal Zone or any other business, a new board member does have to 
get familiar with the operations. 

Mr. Dorn. How do they go about getting familiar if they never go 
down to the Canal Zone? 

Mr. Newman. Let me express it this way: That ordinarily if you 
were to become a director of a bank over here it is a going concern. 
It is settled down. It doesn’t have many problems. It just has the 
usual loans, maybe, for special approval. 

Now in the canal we are still going through the reorganization. 
We still have major problems. Well, gentlemen, I think I have testi- 
fied it has 85 types of industry. It is a little larger than the bank, no 
matter how large the bank. 

As you know, there are the railroads, the commissary, the steamship, 
and the hospitals. Although the board is not legally responsible—and 
that is one of the reasons we recommend a single agency—the board 
has to pay the bills for the Conal Zone Government, but they have no 
legal authority to really get in and decide what should be done in the 
hospitals or the government. 

Mr. Dorn. Would one way of starting this agency you recommend 
be the transfer of the prine ipal stockholder from the Secretary of the 
Army to the President of the United States? 

Mr. Newman. That is right. Another way, as the Bureau of the 
Budget recommended when they proposed the legislation for 841, 
I believe, was to put it in Commerce, if 1 am not mistaken. They 
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recommended that the operations come under the Secretary of 
Commerce. We just wonder whether that would be advisable or not. 

Mr. Ecxerr. I just want to point out that the President is the 
stockholder and he has delegated it to the Secretary of the Army, so 
today he could designate the Secretary of Commerce. 

Mr. Dorn. But you would recommend his delegating some other 
of his Cabinet members rather than the Secretary of the Army? 

Mr. Eckert. I think our recommendation is pretty clear. We 
think it should be a single administrator or a separate board, but not 
necessarily a Cabinet position. That is a big proposition, and frankly, 
we were looking at TVA and its operation under a small board when 
we designed this recommendation. 

I think Mr. Newman has given you some of the basis of this recom- 
mendation. 

Mr. Newman. It is rather lengthy. I hesitate to read the entire 
thing into the record. If we could just give you the pertinent details: 

Since inception of the canal, the Secretaries of the Army have had tremendous 
responsibilities and a multitude of problems in connection with the defense of the 
country. As a result, the Secretaries have been unable to devote sufficient time 
and attention to formulate basic policies, resolve important problems, supervise 
the Zone Government activities, and place the enterprise on an efficient basis. 

The Army has ¢lways exerted a strong influence on the operations of the entire 
enterprise. The Secretary of the Army, as stockholder, is the top authority in 
the direct management of the Company and the Canal Zone Government. Be- 
cause of this dual capacity as chief of a military department on the one hand and 
stockholder of the Company and supervisor of the Canal Zone Government on 
the other hand, experience indicates that he has placed the interests of the canal 
organization in a position subordinate to the interest of the Army. 

I have a nice case for you on that. 


The members of the board of directors are appointed by the stockholder to 
serve at his descretion; they do not, therefore, constitute an independent body. 


The board has no control over the appoinment of the Governor-president. More- 
over, as at present, the board has always had a preponderance of members with 
Army backgrounds. At the mangement level the armed services in the Canal 
Zone have an influence over the commissioned military personnel in top positions 
in the canal orgenization In eddition, in time of war or when war is imminent, 


the President is empowered to place exclusive authority and jurisdiction over the 
operation of the canal and all of its adjuncts, including the entire control and 
government of the Canal Zone, under an officer of the Army. 

The organization should be managed and operated primarily as a business 
enterprise. We see no reason for continuing the regular operations of the canal 
under military dominance 

The rest is just in time of war 

I would like to give you an illustration. You all are, probably, 
concerned with the hospitals. In our Duplication Facility Report, 
which summarizes the hospital situation in the Canal Zone—a more 
detailed report was issued prior to the issuance of this report, and it 
covers the Health Bureau in the Canal Zone. 

During the course of our survey in the Canal Zone we went into the 
hospitals. Major General Rice, who was then the head of the hos- 
pitals, had been there for a few years, and he had about 2 months left 
before retirement, made a report of what he thought the hospital 
situation was in the Canal Zone and made recommendations as to 
what should be done to eliminate the duplication of hospital facilities. 
That report finally went to the Secretary of the Army and the Under 
Secretary of the Army made the following decision: The Under 
Secretary of the Army, Mr. Karl R. Bendetsen, was then the Chair- 
man of the Board, and I would like to read these comments to you. 
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The Under Secretary of the Army, Mr. Karl R. Bendetsen, also 
Chairman of the Board of the Panama Canal Company, addressed a 
memorandum to the Chairman of the Armed Forces Medical Policy 
Council. 

I have recently returned from the Panama Canal Zone and wish to indicate 
to you my position with respect to the problem of hospitalization, of he epite al 
facilities in the Canal Zone area. I reviewed in detail the situation and considered 
thoroughly the recommendations presented by the Canal Zone Health Director. 
My conclusion is that the hospital facilities now maintained by the Department 
of the Army and Department of the Navy should be continued under the control 
of the two Departments, and that there should be no further move toward in- 
activation or consolidztion of military medical facilities. 


That is for the Clayton United States Army Hospital and the Coco 
Solo United States Navy Hospital. 


Now this next statement is important: 


I am therefore recommending, from the Army standpoint, that no further action 
be taken at this time toward consideration of this problem, 

There is no need to read the rest of it. That is the meat of it. 

Mr. Eckert. I think the record should show that apparently 
everyone agrees that the Company hospitals, the Gorgas and Colon 
Hospitals, in the Canal Zone, are amply situated to care for all 
of the hospitalization in the zone. The Army maintains and has 
in existence two hospitals, and the Company has two hospitals. We 
have been concerned with it over the years, and there is high per 
diem cost for two reasons: (1) That they are running at very lowest 
capacity and, obviously, that increases your operational costs. We 
have recommended they close those hospitals. It is our view that 
the Canal operation is the primary operation in the zone and that 
the canal organization should operate 1 or 2 hospitals, or what is 
needed. Certainly the one on each side is sufficient. 

To follow out that plan we have tried to get the Army to close 
their hospital and to get the Navy hospital at Coco Solo transferred 
to the Company. It seems everyone who has ever gone down there 
has agreed that there are entirely too many hospitals, but when the 
final answer comes up, the Departments of the Army and the Navy 
are not willing to close their hospitals. 

Mr. Auten. The House is going into early session today and, 
unfortunately, it cuts our session. The full committee is meeting 
tomorrow on a bill, which makes the next meeting we can have 
Friday morning at 10 o’clock. So the committee will recess until 
Friday morning at 10 o’clock, and I would appreciate it if you gentle- 
men could return then. 

Mr. Eckert. We will be very happy to be here. 

(Whereupon, at 11:10 a. m., the hearing was recessed, to reconvene 
at 10 a. m. Friday, June 18, 1954.) 
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OPERATIONS OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


FRIDAY, JUNE 18, 1954 


Unirep States Housst or RepreEsENTATIVES, 
CommitrEe ON Mercuant MARINE AND FISHERIES, 
SUBCOMMITTEE No. 3, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:07 a. m. in room 219, 
Old House Office Building, Hon. John J. Allen, Jr., of California, 
presiding. 

Mr. Auten. The committee will come to order and proceed with 
the further hearing of the Panama Canal. 

We will change the order of testimony somewhat and take the tes- 
timony of Mr. Mayer, if vou are ready. 

Well, Mr. Mayer, if you will identify yourself for the record, we 
will be pleased to hear your statement. 


STATEMENT OF ROBERT E, MAYER, PRESIDENT, PACIFIC AMERI- 
CAN STEAMSHIP ASSOCIATION 


Mr. Mayer. My name is Robert E. Mayer. I am representing 
the Pacific American Steamship Association. I would like to have 
my formal statement placed in the record. 

Mr. AuueN. It will be included in the record. 

(The formal statement of Mr. Mayer will be found in appendix 
beginning on p. 262.) 

Mr. Aen. | call attention to the fact that there are certain 
corrected matters set forth in the supplement; and if it is your wish, 
the statement as printed can be printed as corrected at the present 
time. 

Mr. Mayer. Thank you, yes. 

Before making our statement, I would like to explain, if I might, 
why the Pacific coast which has so much smaller a shipping range 
than the Atlantic, has taken the trouble it has to prepare what we 
hope might be considered a reasonably complete study of this thing. 
The cargoes moving across the docks on the Pacific coast move 
through the Panama Canal to the extent of about 52 percent of their 
total. The latest figures we have are that the cargoes moving off 
the Atlantic probably are about 17 to 20 percent. So, therefore, 
the impact of the canal is a much larger thing upon the maritime 
customs of the Pacific coast. 

Through this statement, which is presented for the record, we 
constantly make reference to “industry.’’ That is not technically a 
correct statement, and I want to qualify that now to mean that 
portion of the industry only as is represented by our association. 
Our discussion of Panama Canal problem that the committee has 
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been based on two or three major premises which we have come to 
more or less conclude as a result of an 8-month look at the thing. 
First of all, we feel that it is true that the financial and accounting 
practices at the canal, previous to July 1, 1951, when you made it a 
corporation, have been such that it is impossible to say whether the 
Government has gotten its money back or not. 

The GAO, on page 4, makes a comment to that general effect. 

Secondly, we think that the overall public policy on the question 
of charging interest, and the confusing and often changing policies 
down at the canal previous to its reorganization, are such that we 
don’t think the charging of interest is justified on that investment 
made before you changed this spending agency into a corporation. 

Third, we believe that it is an unquestioned fact that the Congress 
has never taken a look at the question of the intrinsic national defense 
value of the canal. 

True, in Public Law 841, there was a certain allowance made in 
lieu of a national defense value, we believe, from reading of the record 
of that legislation. But the Congress has never sat down and attempted 
to determine the half-century-old question: What is this thing worth 
to business; and what is it worth to defense? That has never been done. 

Our proposals are based to some extent on a three premises. 

Our proposals are these: That pre vious to July , 1951, before this 
was a corporation, before you had controls on it, “ fore you had good 
and adequate records, there should be no charge of interest on the 
investment; that on the investment made after that date on any net 
direct investment, after you made this organization a corporation, 
then, in keeping with the public policy that is now evolving, you 
should charge interest. 

Secondly, the proposal is that you get all of the funds back that 
the Government has invested in the canal, both the so-called depre- 
ciable and nondepreciable items, by means of depreciation. 

Thirdly, we recommend that this Congress, through this committee 
or a special commission, make a determination of the national defense 
value of the canal. Find out to the satisfaction of the Congress what 
it is; and after that has been done, then adjust in accordance with 
such finding the amount of the net direct investment previous to 
1951 which must be depreciated; and also adjust, if it is found ad- 
visable, the manner in which the Government is now making its 
contribution to the operation of the canal. 

Fourth, we recommend an equal division of the Canal Zone govern- 
ment costs between the Panama Canal Company and the Department 
of Defense appropriations. 

Fifth, we recommend that the annual annuity payment to the 
Republic of Panama insofar as it is chargeable to the Canal Zone 
Company, be limited to the amount now required to be paid by 
the treaty. 

Sixth, that the Canal ea Code be amended so as to provide for 
the appointment of at least two representatives of the shipping 
industry to the board of ius of the Panama Canal Company. 

Before discussing these items, I think it is well to get in mind what 
the financial picture is today; 1952 fiscal year is the first year you 
operated as a corporation. In that year you made $2.3 million, that 
is charging interest and charging depreciation. 
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Over and above the operating charges that the canal has to pay 
what it costs to run the canal, are the corporate charges shown on 
page 5 of the statement. 

| think it is significant that these corporate charges total $20.9 
million, which is almost equal to the whole amount of tolls. The 
corporate charges are interest paid on the net direct investment of 
64 million and a depreciation of 4.8, and operating cost of 9.6. That 
last, of course, is variable. 

It is these four charges on page 5 of the statement that have been 
the subject of controversy. They are the items on which there are 
differences of opinion between the industry and the GAOQ—that is, 
the Pacific American Steamship and GAOQ—and these are the items 
which obviously, if they are adjusted in any substantial manner 
means the difference between profit and loss. 

I’d like to take and talk first about interest. 

First, in discussing interest, I think it is pertinent for this committee 
to consider what has been the policy of the United States with respect 
to charging interest on Government funds invested in other Govern- 
ment corporations until the Government Corporations Control Act 
in 1945. There was almost no control over the various corporate 
Government organizations that were benefiting private enterprise. 

When World War II came along, there was such an accelerated 
need for more and more Government action, that by 1945 we had 101 
Government corporations. So, in 1945 we passed the Government 
Corporation Control Act; and we had these organizations that are 
corporations act like corporations. They must have budgets; they 
must act in all general senses like a corporation; and they must be 
audited regularly. 

Therefore, the GAO consistently recommended to Congress that 
these organizations pay interest, and it is as a result partly of their 
continual prodding that this policy has begun to evolve of charging 
the interest on funds used by Government corporations. 

The Senate Committee on Expenditures in the Executive Depart- 
ment made the first report of any significance in 1950, following your 
Government Corporation Controls Act and the staff of their committee 
made some interesting comments. 

They said that the basic question involved is whether all Govern- 
ment revenue producing enterprises, whether incorporated or unin- 
corporated, should pay interest on Treasury funds supplied. They 
said that if you don’t pay interest, you have an indirect subsidization. 

They said that the issue is one “ susceptible of very convincing 
arguments, both for and against’ 

Continuing the quotation, they said: 

The question must be considered in the light of the circumstances which led 
to the establishment of the individual enterprise. 

Tiien they commented on the depression role of the RFC, the power, 
the flood control, and the other needs fulfilled by TVA, and the foreign 
trade promotion need fulfilled by the Export-Import Bank. 

And they continue: 

As with all Government undertakings, these three and others in the same general 
category must be considered to be to some degree philanthropic, or, better, in the 
general public interest, and Congress may well conclude that consistency lies 
rather in preserving the continuity of the programs as thus far conducted. 
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Then, in concluding, the staff took no position on the study. 

Commencing on page 12 of the study, which we have filed, there 
are a series of tables which run on down to page 19. Those tables 
consist of what we think is the only undertaking that we have ever 
seen like this. We have studied the audits of all Government cor- 
porations that we could find in an effort to find the answer to this 
question: 

What has been the policy of the United States Government with respect to 
charging interest on funds used in other Government corporations? 

have found that through these devices—through the purchase 
of the capital stock of Government corporations, through the cancel- 
lation of obligations of Government corporations, through the furnish- 
ing of moneys less than the going rate of interest, and by borrow- 
ings from the Treasury, and by outright appropriations—by those 
means which are emethied in these tables 1 to 5, which I am not 
going to take the time to detail—as a result of those various means, 
we find that about 14 billions of dollars—14 billions of dollars—of 
Government funds have been used in Government corporate activities 
on an interest-free or inadequate-interest return basis, benefiting such 
private interests as agriculture, banking, importers and exporters, 
industry in general, the individual consumer of electricity, and others. 

We recognize, of course, that many of these were emergency in 
nature, and that there was a large—a much broader motive for the 
operation of these Government corporations and the in part free 
furnishing of these materials. We were in a bad economic situation. 
The fact remains, however, that these were benefits to private interests. 

Now, in offering this $14 billion figure, we recognize that it is subject 
to some challenge. The conflicting financing among your Govern- 
ment corpor ations is such that this is a most difficult job. We have 
never seen it done before. It probably has been done. Therefore, we 
recognize that the $15 billion is subject to some qualification but we 
don’t think it is a very substantial one. 

Now, I would like to compare that with the situation at the Panama 
Canal, if I may. 

On an interest-free basis, you have invested about $214 million in 
the Panama Canal. That is a net figure after you compute the tolls, 
revenues and depreciation. 

On about the same basis, you have $214 million invested in the 
Panama Canal. So much, then, for the general subject of the policy 
of the United States Government on interest on other Government 
corporations. It is not a fully established policy. It is unquestionably 
evolving. It is unquestionably the proper policy; and we subscribe 
to it with the qualifications that are in our first proposal. And that 
is that after vou made the Panama Canal a Government corporation, 
after you established records where you could determine whether 
the Government has got its money back or not, then, on any invest- 
ment you make after that date, then interest should be charged. 

With respect to investments made before that date, we suggest 
that no interest be charged. However, we propose that you depreciate 
all the assets and make the corporation depreciate all of them, as 
GAO recommends, rather than just the depreciated assets. And we 
recommend that with the hope that it could be said at some future 
date that all of the money invested has been recovered. We think 
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that if we can arrive at that on some date, you have a large area of 
controversy out of the way. 

So much for the general publie policy on interest. 

Now, let’s turn to other Government canals built with Federal 
finances. 

I think you can get a vast look at that on page 20 of the statement. 
The Federal Government has built 12 canals in addition to the Panama 
Canal. They spent $444 million doing it. The canals have a total 
length of 1,741 miles. 

In 1951, which is the last calendar year we could find any good 
figures on, they had 457,000 transits, as against 5,000 at the Panama 
Canal. Admittedly, the vast majority of them being very small 
vessels. They handled about 206 million tons of cargo; and they are 
all toll free; and they don’t earn depreciation; and they don’t earn 
interest; and they don’t earn their operating expenses. 

The Panama Canal now earns them all. 

Now, if you had charged 90 cents a ton toll on these canals as you 
do at the Panama Canal, vou would have had a revenue figure some 
place between 93 million and 186 million, as shown on page 20-—and 
that is the reason for our corrected supplement. This figure was 
arrived at by applying the 90 cent per admeasurement ton of the 
Panama Canal toll rate to the 206.7 million tons of cargo moving 
through the other canals, which is obviously wrong. 

Mr. Mumma. I assume you include the iron ore in that figure of 
the Soo? 

Mr. Mayer. I can’t answer that question definitely; but I think 
that it is; and I can confirm it for you. 

Mr. Auuen. It had 119 million short tons. I don’t think it was 
anything but wheat. 

Mr. Mumma. It is included? 

Mr. Mayer. I should think it would be. 

Mr. Mumma. Pardon me for the interruption. 

Mr. Mayer. Well, we have the situation where the Government 
policy at other canals does not require interest, does not require 
depreciation, or earning of the operating costs; and they are completely 
toll free; and had they been earning tolls they would have earned 
tolls about four times as much as the Panama Canal in its first year 
as a corporation. Correction: about three and a fraction times as 
much. 

A bit about the history of interest now. 

At the Panama Canal itself, until you enacted Public Law 841, 
which became effective July 1, 1951, there was no requirement for 
charging any interest on the funds invested in the Panama Canal. 


There was nothing in the law about it whatsoever. And they charged 
no interest. And they showed no interest in their records. And they 


showed no interest in their annual statement. 

The first time any interest charge was ever shown was in the 1952 
statement, I believe. Now, behind that is what we think is an 
interesting story. Your canal opened generally to limited traffic in 
1914. In 1920, it was having financial troubles. So the Secretary 
of the Army, I think it was—Secretary of the Army or the President, 
I don’t know which—this is in the statement—appointed what is 
known as special Panama Canal Commission, and they said, “Go 
down to the Canal Zone and find out what the trouble is. We are 
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losing money down there.’”’ So they went down and examined the 
situation, and they said, ‘“The reason for your money loss is obvious. 
You have a capital structure which is incorrect. You have not given 
any credit in your capital structure to the fact that this is both a 
defense and a commerce utility. You are making this thing earn the 
depreciation and carry this entire burden.” 

And the Commission therefore recommended, and the Secretary of 
the Army agreed, that they cut out of the capital structure $110 
million, which amounted to 28 percent of the total investment. 5o, at 
that time the Canal Commission acknowledged a 28-percent national 
defense value in the canal. 

Then the canal went along and trade developed through the canal 
and shipping was restored after World War II and the canal began to 
make money. Until in 1926, 1927, 1928, 1929, and 1930, they made 
very good money, up to 11, 12, 13, and 14 million dollars. 

The Governor, in his 1928 report, expressed a very grave concern 
over this profit picture, and indicated that efforts were already being 
made—suggestions were already being made for a lowering of tolls in 
view of these profits, which seems to be a logical suggestion. But, 
instead of that, 3 or 4 reasons were given why tolls should not be 
reduced. We have taken the trouble to put them in the appendix to 
this statement because we think they are quite significant. 

It was also recommended that this $110 million be put back in the 
capital structure; so that, in the 1932 report, we went to about a 
$3 million loss from a very substantial profit picture in the earlier 
years, by two devices: By, No. 1, for the first time in their statement 
showing an interest charge, and showing it all- the way back; and, sec- 
ondly, by putting $110 million back in the capital structure. 

I have departed from the straight interest subject; but I wanted to 
give you that picture. We think that the effect of Public Law 841, 
in view of the cireumstances—the effect of charging the payment of 
interest on investments made before that date—is in a real sense 
forcing the present and future users of the Panama Canal to pay 
interest on—to require the present users to assume a debt burden of 
previous users of the canal, both private and Government; and to 
assume the burden of 50 years of unbusinesslike operation of the canal. 

We pointed out that in your Public Law 841, the Congress said, 
“All right, now you are a businesslike organization, and you must 
behave like one, and you must pay interest.”’ 

That requirement in Public Law 841 is in direct contrast to the way 
the organization was operated for nearly half a century before that. 
It was a Federal spending agency that operated much in the manner 
that other noncorporations did; and many of them are still doing. 

During these spending agency years, the affairs of the canal were 
not so managed as to either earn interest on the capital investment or 
attempting to amortize it. 

Therefore, as this new corporation was handed over to its current 
and future users in 1951, it was still burdened with the greater portion 
of the capital investment. Had this corporate form of activity been 
superimposed on the canal from the beginning, it is reasonable to 
assume that a much greater portion of the capital debt could have 
been retired because tolls, charges for commissary items, and other 
revenue-producing services would have been so adjusted as to retire 
a larger portion of the capital debt. 


Green. 
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Further, had the canal been under the scrutiny of the General. 
Accounting Office for this period, it is reasonable to assume that many 
of the efficiencies and economies now hoped for as a result of the GAO’s 
report on a survey of duplication of Government activities and related 
facilities in the Canal Zone of December 1952 would have been in 
operation for much of the past half century. 

As Mr. Newman said here before this committee the other day, 
previous to July 1, 1951, the GAO authority to audit the canal was 
restricted; we think if you had had this close watch in those earlier 
years, you would not have inherited this kind of problem. We can’t 
go back to the people who used the canal and ask them to pay their 
share. 

You have just enacted a St. Lawrence seaway in which you say, 
“We will retire that in 50 years.”” That is a policy that has been 
established by the St. Lawrence seaway, fully retiring it in 50 years. 

We have said earlier that one of the reasons for our feeling that it is 
not justified to charge interest before 1951 is the fact that the records 
and practices at the canal previous to that date were not such as to 
justify a conclusion as to whether or not the Government has received 
its money back. 

We have examined those reports and it is our view that you cannot 
make a full and proper conclusion from them. We employed Haskins 
& Sells, in whom I think there is a reasonable amount of confidence on 
a national basis. 

We have a letter from them which is attached to the appendix of this 
report. But I would like to read an excerpt from it. 

This is the Haskins & Sells’ letter of December 23, 1953, to our 
association. It reads as follows: 

This investigation did not include an examination of the records in support of the 
Governor’s reports and the reports themselves do not show whether the results of 
operations have produced a surplus or a deficit Because of numerous changes 
during the period in the form and method of accounting presentation and in the 
classification of capital assets, our findings include certain assumptions and, there 
fore, are only a general recital on the broad subject We are not in a position to 
determine whether the several Governors’ reports have been prepared in accord- 
ance with the generally accepted accounting principles, because of the numerous 
changes in practices and inadequate accounting information available in the 
annual reports. 

A review of the records at the canal would be costly and would, no doubt, be 
subject to qualifications because of the inability to locate old records. 

That is a private auditing firm, although on a high level of repute. 
So I think we should turn to the auditing arm of the Congress itself, 
the GAO. 

This is what the GAO said in its 1952 audit: 

This audit is the first comprehensive examination of the whole Panama Canal 
enterprise ever made by the General Accounting Office. Primarily because of 
major deficiencies in the accounting policies and practices of the Panama Canal 
agency and the consequent lack of reliable-financial and operating data, the 
information contained in this report is generally restricted to operations during the 
year ended June 30, 1952, and the financial position of the entities at that date 

Furthermore, there is not sufficient information readily available to indicate 
the extent to which prior operations of the Panama Canal Agency have been 
recovered through tolls and other revenues of the coast cost of its activities or to 
determine the full effect of property and other adjustments required to put the 
account on the sound, realistic basis contemplated by the recent reorganization. 

Now, I think it is pertinent to point out that when the Congress 
was conducting its investigations leading up to Public Law 841, which 
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makes this requirement of interest, the Congress did not have before 
it this first comprehensive audit examination of the whole Panama 
Canal enterprise 

Now, admitting the soundness of the GAO recommendation that 
you should charge interest on all Government operations—and we do 
admit it—-we think it is quite doubtful if the Congress, with this 
picture before it, would have assented to such a charge, at least 
without some kind of an assurance in doing so that it would not be 
inequitably shifting some capital expense burden. 

Now, I'd like to comment for a moment on the St. Lawrence seaway. 
This is our newest effort at a commercial seaway, and I think that 
probably it will be cited before the entire Panama Canal question is 
settled. 

The Seaway Act has a statement in it which is similar to the 
Panama Canal Act with respect to interest. It says: 

Rates prescribed shall be calculated to cover, as nearly as practicable, all costs 


the works, including depreciation, payment of 


ts 1n lieu of taxes 


of operating and maintaining 
interest, and paymen 

And that is about as far as there is any similarity between the two 
acts because there are substantial variations between the Seaway Act 
and the Canal Act which so hedge this requirement that I think it is 
doubtful if it ever will be met 

I would like to mention what some of them are. First of all, tolls 
at the seaway will not be set by the United States Government but 
will be set by negotiations between the Corporation and the St. 
Lawrence Seaway Authority of Canada unless they can’t get together, 
in which case the law requires unilateral toll rates. But, in view of 
the long relationship between Canada and the United States, we 
doubt if this is going to come about. 

Second—and here is an extremely significant thing—the Seaway 
Act in section 12 (b) (1) says this: 

The rates of tolls shall be fair and equitable and shall give due consideration to 
encouragement of increased utilization of the navigation facilities and to the 
special character of bulk agricultural, mineral, and other raw materials. 

There is no such provision in the Panama Canal Act; that is, to 
encourage navigation or to give consideration to certain commodities. 
The Panama Canal Act says you have to earn your own way. 

Thirdly, there is a difference in the Seaway Act in that it says, in 
section 12 (b) (2) that 

Rates shall vary according to the character of the cargo with the view that 
each classification of cargo shall so far as practicable derive relative benefits from 
the use of these facilities 

Now, there is no commodity tariff at the Panama Canal. You pay 
on the vessel ton, no matter what is in it or whatever it is, unless 
vou are in ballast, which is a different rate, but there is no commodity 
determination at the Panama Canal. 

Now, the significance of that is that there will be resulting tre- 
mendous pressures from the various commodity interests of the Nation 
with regard to the rates at the seaway. Those pressures are plainly 
visible in our entire transportation structure. 


The commodity will become a prime factor in ratemaking, just 
as it does, and properly so, 1n rail, truck, water, and air transportation 
in the Nation This factor alone is sufficient to render the require- 
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So much for the question of interest, I think, and we have tried to 
present a picture which we think might be summarized this way 
with respect to the interest charge. ; 

First, interest charges on public funds used by Government cor- 
porations has not been uniform public policy. 

Second, since enactment of the Government Corporation Control 
Act, such a policy has been evolving. 

Third, about 100 Government corporations have used over $14 
billion of interest-free or near-interest-free public funds. 

Fourth, the Government has used some $444 million to build 12 
other canals, totaling 1,700 miles. They do not earn interest, depre- 
ciation, operating costs, or tolls. 

Fifth, we think that to burden present and future cargoes moving 
through the Panama Canal with a full interest charge on past invest- 
ments would be unfair because our records don’t show whether the 
Government has ever gotten its money back, and Congress did not 
ever have that information when it passed Public Law 841. 

Finally, we think that the St. Lawrence seaway does not provide 
an exact parallel because of the very substantial difference in the way 
you have got it set up. 

Now I would like to talk about the next major corporate charge. 
Commencing on page 34, the next major corporate charge the canal 
has to earn over and above interest is depreciation. There are two 
kinds of assets at the canal. They are generally called depreciable 
and nondepreciable. The depreciables are the harbors, the dams, 
the locks, the ships, and what we know as a weighing asset. The 
other kind has been classified as nondepreciable. That is the very 
ditch itself which is going to be there indefinitely, the treaty rights 
which we bought and presumably are not perishable. 

The canal accounts have from the beginning, from day 1, have 
depreciated the depreciable assets. There is no argument about that. 

The GAO feels that that should be continued. Our association 
feels it should be continued. There is no argument whatsoever on it. 

The next classification, however, presents a somewhat different 
picture. Regulation No. 118 of the Internal Revenue Bureau Code 
says that—I have an excerpt from it here 

The necessity for a depreciation allowance arises from the fact that certain 
property used in the business, or treated under paragraph 39.23 (a) as held by the 
taxpayer for the production of income, gradually approaches a point where its 
usefulness is exhausted. The allowance should be continued to property of this 
nature. It [depreciation] does not apply to land apart from the improvements or 
physical development added to it. 

Now, despite this regulation, which we know does not apply to 
government and we know does not apply to the Panama Canal but 
which we think provides a good moral analogy despite that the GAO 
has recommended that these assets be depreciated, that would add 
$3 million per year to the corporate loan on the canal. 

I think that the weight of authority is definitely against permitting 
that kind of a depreciation to be enforced upon the commercial users 
of the canal. 

And I think that in the statement by the Canal Company the 
other day there was a comment to the effect that, according to all 
accounting principles, these should be depreciated. 1 believe there is 
some argument to the contrary, that, according to accounting princi- 
ples, nonwasting assets should not be depreciated. 
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Our association, however, has, nevertheless, despite the weight of 
opinion and authority applying the other way—we are nevertheless 
recommending that the Canal Company be required to depreciate the 
nondepreciables. 

We are asking that the be a $3 million per year additional capital 
expense put on the canal. Now, that is qualified to the effect that we 
recommended only on condition that the other recommendations are 
met, including that of interest. 

The reason we are making it—and we know that not all segments of 
the industry agree with us on it—the reason that we are making the 
recommendation is because we think it has reasonableness in it; and 
we think that most of all, if we can one day arrive at a situation in the 
history of this 15-year-old thing where it can be said that Uncle Sam 
has got every dollar back—true, he did not get interest before this 
thing became a policed corporation—but he has got every dollar back; 
and he gets interest back after we made it a corporation—we think if 
we can come to a time when we can say that an awful big part of the 
area of the controversy is wiped out, and we also think that can be 
done, both the Government and the commercial user of the canal can 
do some long-range planning about as to what his future costs are 
going to be at the canal. 

So much for the depreciation, which is the second major charge. 
We would like to talk for a moment now about the national defense 
value of the canal. Actually, that is the heart of this question. 
Whether this Congress will ever do what we are proposing with respect 
to interest and depreciation and the other items depends upon, we feel, 

belief either implied or expressed in some statute that there is a 
substantial national defense value of the canal. 

And I don’t mean a national defense value as manifested by the 
predominant use of the military vessels during a war. I mean a 
national defense value of an intrinsic nature which has value every day. 

Now, I think there is not a single person in Congress who does not 
believe that the canal has a substantial national defense value. But 
I think it is interesting to note that the law as it now stands, as you 
now have the Panama Canal Code written, you have a price tag of 
$128 million on the canal as being its entire military worth, plus 
$3.4 million worth in operating 

The law says the canal is worth as a purchased item $128 million 
by way of a price tag, as a defense utility; and it is worth $344 million 
& year as an operation 

The GAO recommendations in total would assign a national defense 
value of zero to the Panama Canal. There is a bill now before this 
committee which would take the $128 million national defense allow- 
ance as a forgiveness of interest during construction. You have, I 
think, a GAO recommendation—lI am quite certain it is—to take that 
$128 million and put it right back in the capital structure. 

So, as a purchase price tag, we believe it is reasonable to say, and 
in fact are correct in saying that the GAO says the national defense 

value as a purchase price is zero. They acknowledge the $3.4 million 
national defense value for operations, because they are in accord with 
the view in the statute that the Government should pay tolls on its 
own ships 

We are not going to give you any opinion of the industry as to 
national defense value cost, because we don’t think that this question 
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is ever going to be settled until Congress takes a long look at it, and 
asks the interested parties and asks the qualified parties, including the 
military, and including Congress, what the thing is worth to both. 

But we do think there is plenty of authority and opinion on page 
42. We list the comments by people who, I think, are qualified to 
comment on the national defense value. 

The first one is Theodore Roosevelt, who is considered the father 
of the canal. The next one is Mr. Adamson, who was the House 
leader on getting the canal going. The next one is General Goethals, 
who built the canal as the chief engineer. The next one is the special 
Panama Canal Commission of 1920, and then you have various 
governors of the canal, and then you have a report by the Bureau of 
the Budget; and by the Governor in 1943. 

Now, one significant comment is the one by Governor Burgess, | 
think, on page 44, wherein he says: 

There is no doubt that the canal has amply paid for itself. As an element in 
the national defense, a shortening of passage between the oceans increases by 50 
or 60 percent the defense value of the existing naval units. 

Now, in respect to Governor Burgess’ statement, I would like to 
turn now to page 49 of the statement; and there we see this, in the 
second paragraph: 

As stated on page 37 of the statement, it can be said that present canal opera- 
tion assigned a defense value of $128 million to the canal from the standpoint of 
construction costs and $3.4 million a year for operation starting in 1952, and no 
value for operation in previous years. 

An idea of the ridiculous nature of this kind of conclusion can be 
seen in the Federal expenditures for the United States Navy, includ- 
ing the Marines and Coast Guard before three periods: World War I, 
World War II, and the post-World War II years. In those years we 
spent $133 billion for the Navy. 

Now, Governor Burgess, a military man, said that the canal was 
worth 50 percent of your Navy expenditures. Now, from naval 
expenditures of $133 billion in two wars and during the cold war 
years of the forties and fifties, it can be seen that assigning any small 
percentage of that to the canal would produce a national defense 
value sufficient to wipe out the entire Government investment that 
has been discussed so much. 

The total net expenditures at the canal, after crediting tolls and 
other earnings have been $214.2 million. If it can be said that the 
canal has saved a mere 1 percent of the total naval expenditures, just 
in the 2 world wars and the cold war period only, ignoring all other 
vears—then it can be said that the canal has repaid the Government 
its expenditures more than 6 times over. We are not offering it as a 
measure, and we are not offering an opinion as to what the defense 
value is, because we think it is something that the Congress should 
determine. 

We think that the consideration of how the Government should pay 
its share of running the canal—the Government paid $3.4 million a 
year in 1952 for the privilege of owning the canal—we don’t think 
that is a proper price tag. I think the consideration of what the 
Government should pay to own the canal, as against what the com- 
mercial interests should pay, leads to the broader question, and that 
is should the Government get a free ride on an important defense 
service—a nearly free ride, because that utility also incidentally pro- 
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vides a service to a field of industry from which a substantial fee can 
be obtained. 

We think this is exactly what has been happening at the Panama 
Canal; and if we concede that the national defense value—if we con- 
cede the national defense value is greater than now shown, then there 
is at least in part a free world. 

It has been suggested that there is a substantial difference between 
possibly making a severe charge against a corporation and against 
a revenue-producing —— that can pay a fee, and not charging 
users of electric power from TVA, as they were not charged for an 
X number of years. Maybe there is a social reason for that differ- 
ence. But transportation is nothing but a medium; and if you 
charge the ship more tolls, you are not in fact charging the ship, you 
are charging the cargoes. One way or the other, if you push it up 
a higher it gets to come out to the user. So the ultimate consumer 
is paying the greater amount; and we submit that that is a broad 
group paying an unjustified expense. There is a broader group 
paying for it than some few thousand revenue-producing steamships. 

In conclusion, with respect to national defense, we think there is a 
substantial question of public policy that the Congress has never 
determined, and we think that until it is determined that there will be 
a continuing controversy as to the Canal Zone government operating 
costs, that is the biggest of the corporate charges that the canal must 
earn over and above operating. The last year it turned out to be 
$9.6 million of the total of 20 million, and remember that the total 
revenue was only 26. That resulted partly from an interpretation by 
the Governor of the canal, which he explained very briefly to you the 
other day. 

The act says that the government of the canal has to be paid for by 
the Canal Company, and the way you figure out how to pay for it is 
to take the revenue from tolls, on the one hand, and other revenues, 
on the other hand, and then they pay somewhat in proportion to what 
they bear to the total revenues of the Company. The law then ex- 
empts from that formula certain transactions of a one pocket to another 
nature, and then says that all other of the other than tolls revenue 
must be used in the formula, and the Government said, no, the trans- 
actions between the Company and the employees must not be used in 
the formula. GAO points out that had that interpretation not been 
put in the law, the tolls would have paid about 50-50 of the operating 
costs of the Government, which was what was thought would be the 
result 

I am sure that the Governor acted on what he felt was good advice. 
I am not sure the GAO agrees with this conclusion. I believe that 
there is ground to believe that they disagree. Nevertheless, there is 
a bill before you now to confirm the Governor’s interpretation that 
those transactions do not have to be used. 

Now, we are not going to get into the question of the relationship 
between the Government and its employees at the Panama Canal, 
because we think that it is in one sense a decision for the management 
down there, and in a broader policy sense it is a decision for Congress. 
Out view with respect to the employees of the canal is that they must 
be paid salaries and must have whatever other benefits are accorded 
other Government employees in foreign service, and that to a fair and 
equitable degree the commercial users and the national defense of the 
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country must pay them. We don’t think that anybody has shown 
special circumstances which should indicate that they should receive 
more money, but if for some other reason, if for some reason broader 
than the economies of the canal they should have a better scale of 
treatment, then if it is not related to the economies of the canal, we 
don’t think that you can properly put it on the economies of the canal. 

If these people are to be excused from their commissaries making 
their way, we wonder if it is proper to put that on the economies of 
the canal, unless not to excuse them would put them in a lower benefit 
status than other foreign service Government employees. 

I would like to comment very briefly on some of the major expense 
items down there. You have got a postal service that has a $176,000 
deficit, and we believe there is plenty of evidence to indicate that the 
military is not paying a full and proportionate share of its cost of those 
post office facilities. The citizens of the Republic of Panama, the 
merchants there, make very substantial use of the post office system. 

The police department has about four times as many polic emen per 
population as the highly transient cities of New York, Chicago, and 
San Francisco. We don’t know what the reason for that is, but we 
are not so sure that it is directly accountable to the canal as a com- 
mercial enterprise. Your arrests we re double in the citizens of 
Panama over American citizens in 1952 

Streets and roads, which is another of your substantial expense 
items, the use of the streets and roads down there by the military 
vehicles was 8 to 1 over the use of them by Panama Canal Company 
vehicles. We don’t think that that justifies a charge of 89 percent 
against tolls for the use of the canal. We understand that vehicles 
licensed by the Republic to run through the zone outnumber all of 
the military and all of the Panama Canal Company vehicles. 

Customs and immigration costs us a half million dollars a vear, 
and a large part of it because we are the customs and immigration 
people for the Republic of Panama. We sit out in front of their 
borders beyond the canal, and we are the people who do the customs 
on goods moving through the zone and into the country. It is true 
they want to do it and they have asked to do it, and there are much 
broader considerations which are not of our business why they prob- 
ably should not change the present arrangement, but we wonder if 
that has anything to do with the economy of the canal. 

So much for the operating costs. They are the biggest corporate 
charge that we have. That is, they are if the law continues to be 
interpreted as it is, and we feel that among these circumstances there 
is justifiable reason for suggesting an even division of the Canal Zone 
government operating costs between the Canal Company, on the one 
hand, and between the Defense Establishment, on the other. 

The Board of Directors is a recommendation of ours. We recom- 
mend, as I said earlier, that two membe TS, active operating men in the 
steamship industry, be placed on the 13-man Board of Directors of 
the Panama Canal. The saauanbecial prevedierice industry is the 
biggest single customer at the canal. It has never been consulted 
by canal administration that I know of, except very briefly in recent 
years in connection with property evaluations. It has never been 
asked to have any part in the management. It has never been asked 
to sit on the Board even in an advisory capacity. 
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We think that since their main purpose is to provide a steamship 
transiting service, that certainly some individual in the steamship 
business might be able to give them a little bit of advice. 

Conversely, you might have #1 even more important result. You 
might have a more informed steamship industry about some of the 
decisions of the Panama Canal. Maybe that might be of some 
benefit. 

The Governor in his statement the other day, we think, probably 
indicated a few reasons why there would be some mutual benefit to 
Government and industry in a directorship in which you would have 
not enough men to have any advocacy, but enough men to bring a 
broader experience. 

On page 5 of his statement he said there is a planned expenditure 
of $27 million with respect to housing. Housing is none of our 
business, but he said 
which is related to the future needs of the Panama Canal from the traffic stand- 
point 

Well, we submit that maybe the people that are running steam- 
ships and maybe some of their traffic people might be able to offer 
some traffic advice. 

In discussing plant obsolescence on page 12, he said: 

It was acknowledged that replacement needs woud be influenced largely by 
future traffic demands. 

Well, I think a couple of people on the Board with some familiarity 
with the Company might offer some good advice there. 

At page 14 he talked about a $13 million expenditure for a new 
electrical system. Well, maybe our comment wouldn’t be any good 
on that, but we think maybe there might be some benefit in an 
informed man going back to various segments of the steamship 
industry and saying, “I was there. I sat through it, and I believe 
this $13 million item is justified.” Maybe there might be some 
benefit in that. 

We are not in accord with the views suggested the other day that 
the Board of Directors’ structure is bad and amounts to absentee 
management. We don’t think it does. We think that the directorate 
form of organization has proven to be successful. We think we are in 
this country running some pretty good corporate organizations on 
that basis, and we think that the fact that the men on the Board don’t 
know how a canal works and don’t all know steamships or don’t all 
know military doesn’t mean that they don’t bring to that Board a 
broader viewpoint from other types of industry, and, as a matter of 
fact, 1 think that we all learned in our economics discussions that 
that is one of the reasons why we have the corporate form, so the 
insurance man, so the banking executive, so the manufacturing 
executive, so that the construction man, can bring a wide field of 
interest and experience to somebody who is making garments, for 
instance, or running a steamship industry. 

We think that the corporate form and the board of directors form 
is a good one. There was some comment made about their not always 
getting people to come to the Board of Directors’ meeting. I think if 
there are steamship people on it, 1 can say with some certainty that 
they will show up. 
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The final item in our proposals for legislation is that the annual 
annuity payment, as to the extent that it is chargeable to the Canal 
Company, be frozen in its present terms. I would like to give just a 
little bit about the background of the annuity payment. _ 

The United States Government owns the Canal Zone, lock, stock, 
and barrel, we think, by terms of the treaty. We own the zone. We 
paid $10 million for it. The treaty says that for the right that is 
enjoyed we shall pay $250,000 a year. In 1936 we went off the gold 
standard, so we raised it to $430,000 a year. We have press reports, 
unconfirmed, of course, but we do have substantial ny that the 
President of the Republic is now negotiating with a Government 
committee of ours to increase this very substantially and the sum of 
$5 million has been suggested. A columnist in the East recently 
suggested a new formula for a percentage of tolls. A proposal for $5 
million annuity, payment as against $430,000 is a little bit of an increase. 

We don’t think the United States Government has ever been 
ungenerous in its relationship with the Republic of Panama. We 
have provided, | think, many advances for them. I don’t think they 
would have developed with the rapidity they did. We gave them 
their sanitary system when they had over $600,000 left to pay on it. 
We gave them $12 million worth of lands without getting any money 
back. 

Nevertheless, over and above all that, we repeat that the relation- 
ship between the United States of America and the Republic of Panama 
is not our business, and there may be some broader reasons, some dip- 
lomatic reasons, some national defense reasons, why there should be 
some sort of substantial adjustment, but again I repeat, if it is based 
on something other than the economics of the canal, then you cannot 
put the adjustment on the economy of the canal. You have got to 
put it somewhere else. 

It is for that reason that we recommend that the law say that an- 
nuity payment as chargeable to the Panama Canal Company shall 
not exceed that presently provided for in the treaty. 

It would like to have you understand that the corporation is wide 
open. Its flank is wide open, and the law says that the Canal Com- 
pany must pay the annuity as provided for in the treaty. The treaty 
has it at $430,000, and the treaty is not subject to the law. It is ap- 
proved by the Senate. So the amount we pay each year can be chang- 
ed by a treatymaking device rather than by an act of Congress. 

I will not repeat our legislative proposals. I have taken so much 
time now. You have them before you. They are in the first part 
of the statement. I would simply like to conclude by stating that we 
do feel that enactment of H. R. 9427, with some changes that we 
believe should be made for accuracy and which are incorporated in a 
draft which we have here and will submit to the committee in writing 
subsequently, if we may—we believe that H. R. 9427, as changed by 
those proposed amendments, should be enacted. 

We also believe that this Congress should undertake a study of the 
national defense value of the canal and arrive at some kind of a formula 
for adjusting, first, the capital debt and second, the manner in which 
the government pays its annual bill down there. 

We believe that if these things can be done, that there is an oppor- 
tunity for an end to a controversy which began almost the first day 
a ship went through the canal, and we believe that if these proposals 
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are adopted that there can be some long-range planning at the canal, 
both for the ship that pays the bill and for the taxpayer, who has to 
support the other part of it. 

We are very grateful for your patience. Thank you. 

Mr. Autuen of California. Thank you, Mr. Mayer. 

I think the committee should recess for about 5 minutes. 

The committee recessed from 11:20 to 11:30, a. m.) 

Mr. Auuen of California. We will resume. 

Mr. Mumma, Do you have any questions of Mr. Mayer? 

Mr. Mumma. I have a lot of questions there, Mr. Mayer. 

I just asked the chairman whether your interest is to basically im- 
prove or maintiain your financial position in the trade and commerce. 

Mr. Mayer. Well, we don’t have any hesitancy in answering that 
question. We are not making any proposal as to what the toll rate 
should be. 

Mr. Mumma. You would rather have it down, though? 

Mr. Mayer. We certainly would. We believe that the present toll 
rate, in view of what we think is an improper capital structure, is too 
high. We don’t know what the resulting toll rate would be if these 
proposals were adopted. We are reasonably confident that the toll 
rate would be substantially less than now. 

Mr. Mumma. Thisis not only your interest. I mean, the benefits you 
would derive would also accrue to a lot of foreign competition, too; 
wouldn’t it? 

Mr. Mayer. That is right, and if I may comment on that, I would 
like to, sir 

Mr. Mumma. I imagine you could. 

Mr. Mayer. That question has been raised repeatedly and has 
been commented upon in the various annual reports of the governors 
of the canal; particularly in the 1928 report, when the governor said 
that these profits have led to a suggestion that tolls be reduced, and 
he said in considering that we should take a lot of things into considera- 
tion, and one of the things that he said was that in doing so we would 
benefit many foreign shipping interests. 

Well, now, we have treaties of friendship, commerce, and naviga- 
tion with some 30 nations of the world, in which we say “your ships 
can come into our ports with exactly the same privileges that our own 
ships use our ports,” and they accord us the same privilege. 

Mr. Mumma. You hear about these taxes they have in Brazil and 
the Philippines. You wouldn’t say that statement is exactly true; 
would you? 

Mr. Mayer. Yes, we have a lot of flag discriminations which we 
have filed with this committee, and we are asking for relief. But we 
nevertheless have a broad general overall picture, where the major 
maritime nations are according each other reciprocal privileges. 
There are some violations, but generally we have in the last century 
made substantial progress on that. 

Now, the treaty that establishes our relationships between the 
other countries with respect to the canal says that everybody uses the 
canal on the same basis. Now, that philosophy in the treaty is in 
direct line with the philosophy in all of our treaties of friendship, 
commerce, and navigation 

Now, if something is right at the canal for one group of steamship 
operators, it is right for all of them, unless we want to contradict the 
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philosophy that has caused us to become signatories to some 30 treaties 
of friendship, commerce, and navigation. 

Mr. Mumma. This may be a little different question. Coastwise 
traffic is decreasing; isn’t it? 

Mr. Mayer. Very substantially. Intercoastal, yes, and coastwise. 
Domestic traffic, ves. 

Mr. Mumma. Even around the Panama Canal. 

Mr. Mayer. Yes, it has. One of the oldest companies in the busi- 
ness up and quit a year ago. 

Mr. Mumma. What was that? 

Mr. Mayer. American-Hawaiian Steamship Co. 

Mr. Mumma. What do you attribute that to? 

Mr. Mayer. We attribute it to a great variety of causes, and I am 
not going to make any statement for this record that it is because the 
Panama Canal toll is too high. 

Mr. Mumma. It isn’t a matter of freight rates? 

Mr. Mayer. In part it is a matter of freight rates; yes. 

Mr. Mumma. How would you figure that out? 

Mr. Mayer. I would figure that out because the long-standing 
dispute between the rail and water carrier as to the rail-water rate- 
structure relationship has never been solved. The fact is that every 
time there is a transcontinental rail rate increase of a general character 
granted by the Interstate Commerce Commission, there is a limitation 
put on the increase that is granted to certain water-impelled com- 
modities. 

Mr. Mumma. That only applies to shipments originated in a port, 
I guess. 

Mr. Mayer. What, sir? 

Mr. Mumma. The reductions would only apply on the shipment 
originating in a port? In other words, a shipment 200 miles inland 
probably wouldn’t be reduced in proportion; would it? 

Mr. Mayer. Well, it could. The water carrier can reach inland 
and bring cargo to the coast and transport it. 

Mr. Mumma. What I can’t figure—I am not a big shipper—when 
we get some material from the coast every now and then, get it shipped 
into Baltimore, it is considerably less by boat. 

Mr. Mayer. It is considerably less by what? 

Mr. Mumma. By boat than it is by transcontinental rail. So it 
couldn’t be a matter of freight rates that is affecting you unless there 
are certain commodities that freight rates don’t affect you on, such as 
lumber from the west coast. 

Mr. Mayer. I think the transcontinental railroads are contem- 
plating a general rate increase. 

Mr. Mumma. I guess they have to. That isn’t a factor in your 
needing lower tolls—that the railroads are putting you out of business? 
Your traffic is dropping off anyhow. 

Mr. Mayer. Well, there are many factors in that. There is the 
shifting 

Mr. Mumma. It isn’t the tolls, though, I maintain. I am not talk- 
inz against you, but for my own information. 

Mr. Mayer. Let me say this, Mr. Mumma, tolls are one part of 
our operating cost intercoastally, and we think that the tolls are not 
at a level which would reflect a proper capital structure and prac- 
tical fiscal policy as a matter of public policy. 
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Mr. Mumma. Isn’t it a matter of your freight dropping off due to 
change in methods of transportation in which hurry or speed is some- 
thing involved? 

Mr. Mayer. Sure. 

Mr. Mumma. You take all those vegetables you raise on the west 
coast, a lot of them, like lettuce and that stuff, it is a matter of getting 
them there quickly. 

Of course, you never did ship that. 

Mr. Mayer. I don’t think there was any. 

Mr. Mumma. I said that before you had a chance. 

Mr. Mayer. There is the shifting of the centers of manufacture. 
There is the constant water-rail rate problem. We have had an in- 
stability of service that has affected us. We don’t question that. 
We have had numerous factors. We are here today talking about one 
of our operating-cost factors which we think, if more proper publie 
policies were adopted at the canal, this one operating cost might be 
reduc ¢ d 

Mr. Mumma. Well, lots of times people’s prices are not based on 
their own costs but on the other fellow’s. 

Mr. Mayer. Well, our are based intercoastally on our own costs. 
They have to be because the rail is an umbrella over us. If we come 
up to the rail rate, we are not going to handle the cargoes intercoast- 
ally, because we take a long time to transport the cargoes. 

Mr. Mumma. That is what I said. Speed enters into it. 

Mr. Mayer. Yes 

Mr. Mumma. You don’t have the competition in the lumber. Is 
that a big part of your business? 

Mr. Mayer. A very substantial part. 

Mr. Mumma. What percentage? Just guess. 

Mr. Mayer. I wouldn’t want to guess. I don’t know what it is. 
It is a one-way cargo. It is an eastbound cargo. I don’t know what 
itis. I can get that figure. 

Mr. Mumma. Well, the 1 point I agree with you on, I do think an 
industry as big as the shipping industry ought to have at least 1 
representation, if not 2, on the board. 

Mr. Mayer. We have been asked the question whether we would 
be willing to submit to a proposition whereby we have two men on 
the board, but they have no voting power. I think that would 
accomplish every result we are after because all we were after is 
bringing some broader experience to that board and also bringing 
back to the industry a knowledge of why we have to spend $13 
million to do this and why we have to do some of the other things 
which result in heavy corporate charges. 

Mr. Mumma. One more statement I just sort of wondered about. 
You said that the Government is getting a free ride on the matter of 
setting off some of the costs of the patches of the canal as against 
national defense. That same thing happens in the railroad; doesn’t it? 

Mr. Mayer. Well, no; a few years ago the Congress of the United 
States said that we no longer are going to worry about the land 
grants, and special land-grant railroad rates are out. You are paying 
the same rate as the Government now. 

Mr. Mumma. That is a point of recent information. 

Mr. Mayer. Except for the section 22 rates. 

Mr. Mumma. But still some land grant does apply? 


Geet 
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Mr. Mayer. No; I think the land-grant rate thing is out. 

Mr. Mumma. Thanks for the information. I knew that it was 
quite a point in even the routing of troops in World War II, and some 
of the boys wondered why they went so far around to get there. 

Well, I hope I haven’t showed too much of my ignorance, Mr. 
Mayer. That was a very interesting statement you made. 

Mr. Mayer. I hope I haven’t tried the patience of the committee 
with its length. 

Mr. Auuen of California. Mrs. Sullivan. 

Mrs. Suuuivan. I think the statement, as much as I heard of it, 
was very complete, but the only thing that enters my mind is this 
that we can discuss with Mr. Mayer. Are the shipping lines losing 
money to the point that they have to have those tolls reduced? 

Mr. Mayer. Well, I don’t think I can answer that question, 
Mrs. Sullivan. 

Mrs. Suuuivan. If they had been reduced, would it reflect in the 
price the consumer had to pay for the goods? 

Mr. Mayer. Ultimately I think it would. Every major commodity 
in this country, Mrs. Sullivan, gives very great attention to freight 
rates. Our freight rates domestically are controlled by the Interstate 
Commerce Commission. The commodity interests of the country, 
rightly and naturally so, are constantly on the alert to increasing or 
reducing operating costs of the transportation medium, and they are 
alert to come before the ICC to oppose a rate increase or suggest a 
rate reduction, and operating costs thus reflect themselves in the 
laid-down cost of the delivery of the goods through the whole process 
of ratemaking. 

Mrs. SuLtivan. Well, as long as I can remember, I haven’t heard 
of any reduction in rates. It has always been an increase, and the 
increase constantly reflects in the cost of goods to the consumer. 
This is just a reversal. 

Mr. Mayer. Well, you have not had domestically reduced trans- 
portation costs in recent years; but, when we have been in the 
reverse economic trend, you most certainly have. I can remember in 
the middle thirties your rail rates went down, your forwarders’ rates 
went down, and they went down very substantially. They have now 
gone up just like everything else has gone up. 

If I have indirectly answered your first question, I would like to 
say that the answer to it is ultimately “Yes.” All operating costs 
must at some time or other through our processes reflect themselves 
in the laid-down cost of the commodity. 

Now, as I said, we are governed domestically to a large degree by 
the rail-rate structure. We are not in a proper profit status inter- 
coastally. We have lines that are continually questioning whether 
they should stay in it. Our oldest company just plain quit. 

I repeat, not because of canal tolls alone but because of the overall, 
and this is a part of it. This is not a tremendous operating cost, 
but it is one of them. 

Mrs. Sutiivan. Well, then it goes back to the first question. Are 
the shipping lines losing money by the rate that they are now paying, 
and do they need a reduction in order to reduce their own expenses? 
Then it is probably not going to reflect in it. 

Mr. Mayer. I am not at liberty to comment upon the financial 
operating statement of my member companies, but 1 will say that I 
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know of one member company in a recent postwar year who made a 
l-percent return on their investment in the intercoastal steamship 
business, and it resulted in a very serious debate as to whether they 
should continue in it. I will repeat, the American-Hawaiian Steam- 
ship Co. quit. There are a number of them still operating but not 
nearly as many. 

I will repeat the old statement we have heard so many hundreds 
of times, that we had some 150 vessels on the domestic trade before 
the war, and now we have some 65. Now they are bigger ships, and 
the ratio is not ship to ship anymore. We handle more and we 
handle it faster with these bigger ships, but our total lift is very sub- 
stantially less. 

Mrs. Sutiivan. Do you have any idea of what the percentage of 
vour tolls would be to the total cost? 

Mr. Mayer. That would be difficult. I have to pick out an inter- 
coastal rate ] just can’t pull them out of the air. The toll rate is 
90 cents per admeasurement ton, and on the cargo ton that probably 
goes all of the way from 55 cents on a ton of cargo to, I don’t know, 
maybe 75 or 80 cents, depending upon the extent of the utilization 
and the vessel’s capacity, the nature of the vessel, and the type of 
cargo. So let’s settle on a 75-cent figure, and I am sure there is 
somebody here who can tell me what the canned coods rate is east- 
bound. I don’t know, but it is maybe $18 or $20. That is a very 
loose guess. 

Mrs. Suttrvan. What I meant is this; your total cost of shipping 
from one point to another 

Mr. Mayer. 1 beg your pardon? 

Mrs. Sutiivan. Your total cost of shipping from one coast to 
another would be so much money 

Mr. Mayer. Yes, ma’am. 

Mrs. Suttivan. Now, the charge for the toll of merely going through 
the canal is a certain portion of that total. 

Mr. Mayer. Well, let’s put the total rate at 75 cents, on just a 
wild guess average on a ton of cargo, let’s say, for this record, and 
this is certainly subject to correction. I believe you might find some 
intercoastal freight rates at $20, so 75 cents as against $20. Now, 
that is the laid-down rate, and our cost is very close to the rate in the 
intercoastal now, very close to the cost. 

Mrs. Sutitrvan. What I was trying to get at—would probably be 
1 percent of the total cost to be applicable to the tolls. 

Mr. Mayer. That is something under 5 percent, isn’t it? 

Mr. Zinckxe. Four percent. 

Mr. Mayer. Yes. 

Mrs. Sutuivan. That is all, Mr. Chairman. 

Mr. Auuen of California. Mr. Mayer, you mentioned among other 
things that the tolls should be used for the full depreciation of the 
canal investment. Now, if that is done over a period of years that 
would result in the Panama Canal Company having a large sum 
of cash in its depreciation reserve. Would you also consider that 
this reserve should be reduced by paying back to the Government 
the investment they made? 

Mr. Mayer. Yes, we would. We think that is the only thing. 

Mr. Auuen of California. I think the investment is thereby paid 
off. Would you then consider that the rate should go down, the 
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toll rate should go down, because there was no longer any interest 
factor or depreciation of that original investment? 

Mr. Mayer. I would think that would be a logical result, Mr. Allen 

Mr. Aen of California. Well, on that basis, the toll would then 
recover the $9 million of operating expenses and not the other $11 
million of interest and depreciation which are currently involved 
in the canal operation? 

Mr. Mayer. I don’t understand that statement. I am sorry 

Mr. ALLEN of California. Well, on page 5 of your statement you 
show a tabulation of $20.9 million of expense annually 

Mr. Mayer. On page 5. 

Mr. AuLen of California. On page 5 I have the annual corporate 
charges 

Mr. Mayer. The annual corporate charges, you have $6.5 million 
for interest. That is the 1952 

Mr. Auuen of California. Ultimately if the full payment were 
made of the dividends back to the Government to retire the invest- 
ment, that 6.5 would disappear as a charge 

Mr. Mayer. Yes 

Mr. ALLEN of California. Ultimately the next figure of 4.8 would 
disappear when all of the items have been depreciated off fully? 

Mr. Mayer. Yes 

Mr. Auuen of California. Then your tolls would be required to be 
uficient to raise the remaining $9.6 million for the operating costs 
of the canal 

Mr. Mayer. Well, the 9.6 is the operating cost ol the canal govern- 


nt, not the canal The operating cost o! the canal is on pace 4 
The operating expenses totaled $81.5 million for the first vear on 
page 4, under operating expen the second major heading But 
if | understand your question, 10 1s this: ultimate! when vou reduc 
all or some of these corporate chare. hould { IIs th retor just 
produce the operating expen | would thin so unless rere s 
some bi vader reason which | don’t under stand, and at this pot 
regret my decision not to have had some auditors ry I e because 
1 am not one 

Mr. ALLEN of California. The decision though, as inderstand 1t, 
as you ultimately reduce those charges and have tolls reduced, it 


reflects in the $11 million of reduced annual expens 

Mr. Mayer. Yes, sir; I think that is a proper auditing and account- 
ing result ‘ 

Mr. Auuen of California. Now, you mention the fact that had the 


he past as 1f is now operated under the corpo- 


canal been operated in t 
rate form, that a good part of the capital might have been written off. 
| think that was the import of your statement. Is there any compu- 
tation available which would show the manner in which the books 
would now stand had this law been applied to the canal from the first 
investment? 

Mr. Mayer. None that | know of. We attempted at one time to 
bring similar proposals to it, and we had Has! ins & Sells attempt to do 
it, and in varying degrees of application of these legislative proposals, 
we ended up with a net direct investment or net to be paid off of vary- 
ing from a $50 million figure to an $8 million surplus, but that was 
based upon a different set of assumptions which was that vou should 
have the 23.6 million for national defense purposes. 


48155—54 7 
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I must correct my answer. It is on the basis of these legislative 
proposals it has not been done, but my statement went further and it 
said that if we had proper fiscal policies and if we had adjusted as we 
are adjusting the seaway to a 50-year retirement, and if we had had 
this very fine study of GAO on duplications and lack of economies, 
and if that sort of thing had been imposed on this all of those years, I 
think there is grave doubt that we would have the result we have got 
today, with practically the whole cost of the thing still staring us In 
the face. 

Mr. Aen of California. You have mentioned on page 20, I be- 
lieve, a number of other canals. Do you know whether or not those 
canals are used by foreign-flag ships on the same basis as they are used 
by American ships? 

Mr. Mayer. | think that is mentioned in here. I think two of 
them are. I think the Sioux is, and I am going from memory now 
let me see. 

Mr. Mumma. The Chesapeake-Delaware, how would that be? 

Mr. Mayer. I think there are a total of about three of them that 
are. Iam not sure if the others are capable of handling deep-draft 
vessels. Give me a moment to study the thing. I think I can come 
to an answer on that one. 

I am sorry, I don’t think that is in the statement, but my recollec- 
tion is that there are 2 or 3 of the substantial ones that have. You 
have got that canal going into the Great Lakes, where you have these 
smaller foreign vessels going in there. 

Mr. Auten of California. Is the Welland Canal operated by 
Canada without charge? 

Mr. Mayer. It is entirely free to Canada and non-Canadian-flag 
vessels of all nations and earns no depreciation or interest. 

Mr. Atuen of California. Is that true of the Washington Canal 
and the Sioux Canal? 

Mr. Mayer. Yes, sir. 

Mr. Aruen of California. How about the Chesapeake and Dela- 
ware? 

Mr. Mayer. It is my understanding all those listed on page 20 are 
toll free. 

Mr. Atuen of California. And they are available to foreign-flag 
users? 

Mr. Mayer. I think it is a question of whether the canal is capable 
of handling a transocean vessel. Some of them can’t handle them. 
Let me say this, where the canal is capable of handling a transocean 
vessel, we make no distinction between American and foreign vessels, 
according to my understanding. 

Mr. Auuen of California. With respect to the foreign-flag ships 
passing through the Panama Canal, do you know how much of the 
cargo carried by them either terminates or originates in American 
ports? 

Mr. Mayer. No, I am sorry, I don’t know that. 

Mr. AuuEN of California. There is, however, a substantial traffic of 
foreign-flag ships that carry commerce from the west coast of the 
country through the canal to the Atlantic ports and in the opposite 
direction? 

Mr. Mayer. That is true. I think the figure is readily available 
both in the GAO report and in this report here of the Governor of 
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the canal which he puts out annually, in which he tabulates all of that 
information. We have looked at that from time to time. They 
have a very complete tabulation of tonnages by origin and destination. 
I think the American-flag carrier is now paying less in the tolls revenue 
overall than the foreign flag, but that is readily available in here 
I am sorry I don’t have that at my fingertips 

Mr. ALLEN of California. You have said, however, that the canal 
tolls ultimately reflect themselves in the cost of the merchandise 
carried and therefore do impose 2 burden on the economy of the ports 
served, whether or not the flag of the ship was American or foreign. 

Mr. Mayer. That is right. In a previous year, oh, about 1947 
or so, the 10 major commodities moving through the canal, which are 
the lifeline of trade on the Pacific coast—lumber, fish, canned fruits 
and vegetables, steel westbound, oil—the 10 major commodities of 
Pacific coast commerce—were also the leading commodities in total 
tonnage going through the canal. That is why the Pacific coast 
gets a little more excited about the Panama Canal, because we have 
a bigger piece of our business going through it. 

Mr. Auuen of California. The point I was driving at is that the 
cost of any national-defense yeatures which benefit the Nation as a 
whole, which are apportioned to the toll rate, in excess of the actual 
cost to the economy of the canal, are borne in larger proportion by the 
people using the products traveling through the canal than the 
people of the country as a whole? 

Mr. Mayer. Exactly; yes, sir. 

Mr. Auuen of California. On page 4 you have the table showing the 
revenue under company credits, which totaled $100 million. I think 
that tabulation ties up somewhat to your proposal of 50 percent of the 
cost of the Canal Zone government to be borne by the revenues from 
tolls and 50 percent from other sources. 

Mr. Mayer. Revenues. 

Mr. Auten of California. Possibly the Defense Department 
Is there not a provision in the present law which says that the cost 
to the Government shall be determined by giving consideration to 
the sources of the revenues? 

Mr. Mayer. Yes, sir. 

Mr. Auuen of California. On this basis, the canal tolls are approxi- 
mately 25 or 26 percent of the total revenues. Would it be your 
opinion that under the present law the Canal Zone government 
should be supported by only 26 percent of the funds derived from the 
tolls? I make one correction. The tolls from the Government 
ships should be added to the 26 percent, which come to about $30 
million. 

Mr. Mayer. No, the 26 percent includes the Government tolls, 
which are 3.4. The commercial ships paid 23 million and the Govern- 
ment ships paid 3.4 

Mr. Auuen of California. Woul 1 that be the construction that you 
would base the present law on? 

Mr. Mayer. Our construction of the present law, I think, accords 
to the GAO construction. That is, certain intercompany credits, the 
$20 million figure, I think, you take it out, because it is just Peter 
paying Paul, and it is not really revenue. So you take that out, and 
that increases the 26 percent to higher than 26 percent of it, and we 
agree with that. We have to agree with it. But the Governor went 
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one step further, and he said, now all of the sales that we make to 
Guvernment employees should come out, too, because he calls it a 
captive market and that increased what would have been a 55-percent 
payment by tolls to, I think, a 69 percent in your 1952 report. 

Mr. Auuen of California. Well, you would propose, however, the 
50 percent come from the tolls and 50 percent from the Department 
of Defense? 

Mr. Mayer. No, we go further than that and propose that 50 
percent come from the total] corporate revenues and 50 percent from 
the Department of Defense, because we point out in our statement a 
greater utilization by some of the major expense items by the military 
than by us. For instance, Senator Ellender in his comment before 
the Appropriations Committee earlier this year said that the use of 
the streets and roads in the Canal Zone by military vehicles is 8 to 1 
Over its use by Canal Company vehicles 

Mr. Auuen of California Do you still leave thi matter of some dis- 
pute, the source of the 50 percent that would come from sources other 
than the Department of Defense? 

Mr. Mayer. No 

Mr. ALLEN of California. Some of the 50 percent, I take it, would 
come from tolls and anothe1 percentage would com from present 
sources 


Mr. Mayer. No, we do not leave that in dispute, if I understand 


your question correctly [t is our proposal that 50 percent of the cost 
of running the Canal Zone government come out of these total 
revenues on page 4, excusing the $20 million figure and anything in 


the pres ni law that Is excused, and that the othe 50 percent should 
come from the Department of Defens« 
Now, previous to 1951, the tolls and some of the other revenues 


paid | about all of the cost of running the Canal Zone government. 
We found that wasn’t equitable. Then we tried to get at a formula 
which was roughly 50 percent tolls versus other company revenues. 
That has been interpreted to put 69 percent on tolls. Our proposal 
is that in view of those factors and in view of the other circumstances 

have shown | about your post office, your schools and roads 
and streets, that what we believe is an equitable division is 50 percent 


ainst the corporate revenues of the canal, I mean total corporate 
revenues, and 50 percent of the Department of Defense. 

Mr. ALLEN of California. Well, getting back to vour figures on 
page 4. You eliminate $20 million, and that would leave approxi- 
mately 80 million of revenues from which you would derive 50 percent 
of the cost of the Canal Zone government 

Mr. Mayer. That is right 

Mr. Auten of California. But now, as between canal totals on the 
one hand and the charges for the sale of commodities and services and 
housing revenue, which I presume are the living expenses of the em- 
plovees, how would you apportion within your 50 percent the amount 
coming out of tolls and the amount coming out of the employees? 

Mr. Mayer. Well, we haven’t given that one careful study, but I 
would think that the present Public Law 841 is a reasonably equitable 
formula in that regard 

Mr. AuueN of California. Well, you just apply 841 to 50 percent. 

Mr. Mayer. Apply 841 to 50 percent, as I think the GAO interprets 
it. Let me say, at least as we interpret it. 
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Mr. AuLuLEeN of California. Would you care to comment on the 
various recommendations which have been made to Congress by 
the GAO as set forth in their 1952 audit report? The first recom- 
mendation was that there should be a single independent agency 
rather than a Canal Company and a zone government. 

Mr. Mayer. Yes. I think that out public policy is unquestion- 
ably evolving to the point where we are saying this: If we have a 
Government corporation or a noncorporate Government body, which 
is revenue producing and is providing a service of some value to 
private interests, then it should be in all respects operated on a busi- 
nesslike basis, and we think that a corporate form is a much better 
businesslike method of operation. So we do not think that the 
Panama Canal should go back to a Government agency type of thing 
and should remain a corporate form. 

Mr. Auuen of California. The second recommendation was that 
there should be established a single administrator or a small resident 
board to administer the Canal Zone. Would you comment on that? 
The third possible thing, of course, is the situation as it is. 

Mr. Mayer. I am confident that I can speak with the authority 
of my people, with the permissicn of my people, from a_ policy 
standpoint that the —— corporate form of organization, with a 
substantial board of directors, is preferable, so that you can have 
many minds some from many fields of business activity contribut- 
ing their views. 

We do not accord a single administrator or small resident board 
view. We prefer the present form. If the board of directors of the 
corporation, however, is made up somewhat differently, we prefer the 
present form. We think it should have military on it. We think it 
should have the Commerce Department on it. We think it should 
have representatives of general industry, and at least some repre- 
sentation from the steamship industry. 

Mr. Auuen of California. I think the other matters have mostly 
been subject to comment already. Now, we also have under con- 
sideration the recommendations that have been made by the Gover- 
nor of the zone in transmitting to us the report of the Panama Canal 
Agency with regard to certain types of conditions in the Canal Zone. 
Have you exé amined that report? 

Mr. Mayer. No, I have not examined it. It hasn’t been made 
available to us. I understand it has to do with the relations of em- 
ployment. 

Mr. ALLEN of California. Yes. 

Mr. Mayer. No. 

Mr. Autuen of California. I take it that you have said that the 
relationships with the employees should be properly determined by 
the government down there, and the corporation, and the tolls 
should bear their proper burden, but your organization does not have 
any recommendations in that field? 

Mr. Mayer. No, the only comment I made which might be one is 
that we feel that whoever are the beneficiaries of the canal—that is 
commerce and defense—should bear the full cost of your salaries and 
the benefits on an equal basis with Government employees in the 
other foreign service, and we don’t see any reason why they should 
bear any more of the cost. If, on the other hand, there is a reason over 
and above the economy of the canal, why these people should have 
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broader benefits, and we don’t have the benefit of the report or any 
sitting in on the management of it; if there is a broader reason not 
connected with the economy of the canal maybe it should be done, 
but it is not ours to comment on it except in saying it should not be 
foisted upon the economy of the canal 

Mr. Aen of California. You would not be content to take as a 
measure the salaries and benefits that are allotted to other foreign 
service e mployee s? 

Mr. Mayer. I see no reason to differentiate, and the answer is yes. 

Mr. Zincke. May I ask a few questions? 

Mr. ALLEN of California. Yes 

Mr. Zincxe. Mr. Mayer, isn’t it a fact that intercoastal commodity 
rates are based on a percentage of rail rates? 

Mr. Mayer. No, I don’t think so. I am not a rate expert, but I 
don’t think that is an entirely accurate statement. 

Mr. Zincke. Well, they bear a definite relationship to rail rates; 
don’t they? 

Mr. Mayer. They are forced to bear a definite relation because if 
they come up to or equal the rail rates the cargo will be impelled to 
rail, because the service is faster 

Mr. Zincke. So that the intercoastal’rates are related to rail rates? 

Mr. Mayer. They are, byt they are Lot computed on a percentage 
of the rail rate. 

Mr. Zincxe. If the transcontinental rail rate gets an increase of 
10 percent, doesn’t the intercoastal rate increase automatically 10 
parent 

Mr. Zincke. Well, you are going to get into the problem now of 
percentages versus per hundred pounds, and I have to figure that one 
out, but to answer your que stion in a more gvenere al ws ay, it is pe rfectly 
true that as there have been general rail- rate increases in the last 
years there have been general stemship-rate 1 increases. We have been 
forced, however, to hold our rate on the major intercoastal cargoes 
because the railroads have repeatedly, with th permission of the ICC, 
put in exceptions to the major commodities in the intercoastal and 
river commerce, specifically to lumber, canned goods, steel and other 
things 

Mr. Zincxr. And the rate increases obtained by you, shall we say, 
coincidental with the rail-rate increases have not been based upon 
your costs necessarily, oa they? 

Mr. Mayer. Well, I don’t think that is a conclusion that can be 
drawn from those circumstances. I would rather think it would be 
this way: That the present intercoastal freight rate structure does 
accurately reflect our costs. I will repeat again that I understand 
that 1 of the companies was enjoying about a 1 percent return. I 
repeat that the American-Hawaiian Steamship Co. quit. I repeat 
that many of the companies that are still in the service have severely 
limited the ports that they will serve, because they just couldn’t do 
it and do it without going into the red 

Mr. Zincxe. Has there ever been, to your knowledge, any decrease 
in intercoastal rates based on decrease in costs? 

Mr. Mayer. I am afraid I can’t answer that question, but I should 
think that the answer would probably be yes, because the intercoastal 
steamship carrier is direct competition of our transcontinental rail- 
roads, and I think that they try to remain as competitive as possible. 
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They are all after the cargoes. I cannot answer your question directly 
because I don’t know, but I should think that if we did some research 
on the rate structure, particularly in the period of the thirties, that 
we might find some examples. 

Mr. Zincxe. Well, the reductions in the thirties were initiated by 
the railroads; weren’t they? 

Mr. Mayer. I am not sure that all of the reductions in the thirties 
were initiated by the railroads at all. I am not sure of it. 

Mr. Zincker. Well, in any event 

Mr. Mayer. If you are trying to establish the point that the inter- 
coastal water rate is tied in some respect to the rail rate, the answer 
to that is unqualifiedly at the present time ‘‘Yes,’’ because it is the 
contention of the water carrier that the transcontinental rail rates on 
the naturally water impelled cargoes are noncompensatory. That 
was the subject of about a 2-year debate before the Interstate Com- 
merce Commission, in which the Maritime was the advocate of the 
steamship business. 

Mr. Zincke. But the point is that any reduction in toll rates would 
not be reflected in steamship rates, in commodity rates; would it? 

Mr. Mayer. I don’t think that conclusion follows at all. 

Mr. Zincke. Well, would i 

Mr. Mayer. As I explained before in answer to Mrs. Sullivan, all 
operating costs ultimately result in the cost of the laid-down com- 
modity. 

Mr. Zincker. Well, if toll rates in the Panama Canal were halved 
next year, what, if any, effect would it have upon intercoastal com- 
modity rates? 

Mr. May: . I can’t answer that. I don’t think anybody can 
answer that. I don’t think that question is susceptible of an imme- 
diate answer, because there are many other factors. I will say this; 
that if the reduction in the toll rates and reduction in other oper ating 
costs resulted in a substantial reduction in cost and resulted in a 
substantial change in our profit picture, your commodity people 
would be before the Interstate Commerce Commission promptly and 
properly and \ very probably would obtain a decrease. 

Mr. Zincxe. The point is that this is a very minor item in the cost 
picture; is it not? 

Mr. Mayer. Mr. Dewey, after I attempted to reply to Mrs. 
Sullivan’s question on the percentage, pointed out that the cost of 
transitting the vessel through the canal is about 10 percent of the total 
cost of operation. He computed that on the basis of a round trip 
cost of $140,000, a round trip transit of $14,000, or 10 percent. I 
think that is subject to wide variation voyage by voyage, but he has a 
10 percent figure. I hazarded a 5 percent figure. It may be some- 
where in between, and on some voyages it may be higher. 

Mr. Zinckn. With respect to the annuity payment, you commented 
on the fact that we own the Canal Zone, and that for some reason or 
other that should have some connection with the annuity payment. 
Would you develop that somewhat? 

Mr. Mayer. Well, I think that our interest in the Canal Zone, 
that piece - land running from one ocean to the other, may be 
described as a fee interest. I think we have title to it. There is 
probably some question to that. We said that for the privilege of 
owning and occupying it—I don’t think the word owned was specif- 
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ically used, but it was as close as possible, and I have the language of 
the treaty in here—we shall pay them $250,000 a year. Now, I know, 
Mr. Zincke, that the cost of running the Republic of Panama has 
increased just like the currencies of the world have all decreased in 
value during an inflationary period, and therefore if a tenant is paying 
a landlord $100 for a rental unit in a particular year and the currency 
value drops in half, the rent has to go up, but there are a great many 
other circumstances involved in our occupation of the zone. 

As steamship operators we Ir ally should not properly comment on 
that, but I will say this much at least, that before we had a canal 
down there, this country was completely undeveloped. They had no 
sanitation. They had no education to speak of. They had no 
political stability. We still practically guarantee that in the treaty. 
Let us say in the very least that had we not had the canal, this country 
would not have developed to the point W here it is now We gave them 
$12 million worth of land, which we didn’t get the money back for. 
We gave them a big portion of the sanitary system. I say that those 
circumstances together do not in my mind warrant an additional 
obligation on the United States Government at this time to up the 
annuity payment to $430,000. If we should do it for some other 
reason, we have serious diplomatic problems, why then the other 
reason should be the governing one, and it should not be placed 
on the economy of the canal 

Mr. Zinckr. Mr. Mayer, is the situation much different from that 
where a large industrial plant goes into a small community? It 
cannot thereafter say that it should not pay taxes because the com- 
munity has benefited by its presence. Is the situation different than 
in that respect? 

Mr. Mayer. Oh, I think it is somewhat different, and there is 
another factor that is involved here, and that is that when the large 
industrial plant goes into the community, Mr. Zincke, why the 
industrial plant grows with the community, if the community grows, 
and the industrial organization is a private enterprise, and they pay 
dividends to their stockholders and they make a profit. This is the 
Government in business down there. The Government is not sup- 
posed to be in business for profit. So I think the analogy to the 
industrial plant is not an accurate one. 

Mr. Zincke. This is supposed to be a business operation at least. 

Mr. Mayer. It is supposed to be a business operation, but I don’t 
think a business operation for profit; is it? I doubt if we intend that 
we are to make a profit down there and pay dividends over and above 
the cost. It seems to me that when we start doing that, why then we 
start to turn the business over to private interests. I think we have 
got some examples of that in our present administration. Generally, 
we don’t want our Government in business. We have been forced in 
many instances to put our Government into business, but I think 
when it gets on a reasonable profit basis we want to put it back in 
private hands, because we are not nationalizing business. 

Mr. Zincke. Certainly this is not on a profit basis as yet. 

Mr. Mayer. I think it is a very substantial profit basis. That is 
the reason for our proposals. We think the capital structure, if it were 
properly adjusted—well, it made $2.3 million in 1952, its profit for 
1953 is estimated at $7.2 million; for 1954 at $5 million, and for 1955 a 
deficit of $350,000 
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Mr. Zincke. Under Public Law 808 of the Congress, section 246, 
it calls for the eveluation of certain transfers to the Corporation. I 
call your attention to the fact that the Governor in these hearings 
stated that those valuations had not been completed yet, and there- 
fore he had no basis on which tolls could be computed. Therefore any 
statement you make in here, any figures that you submit in here, dis- 
cussing profits, are based on assumptions; isn’t that true? 

Mr. Mayer. Yes; they are based in part on assumption, but I 
don’t think it is fair to answer that question for the record by a simple 
yes and no, and I would like to enlarge on the answer, if I may 

Mr. Zincke. Yes. 

Mr. Mayer. You have a net investment in the Corporation of the 
Government of about $326.4 million for interest purposes, as put out 
in one of these tables. In other words, the Governor says that the 
Government has $326.4 million invested. If that is adjusted, we think 
that we have a substantial profit picture. 

Mr. Zincke. But you are making the assumption the adjustments 
are your assumptions. 

Mr. Mayrr. Oh, yes. I ams orry, the $326.4 figure which I men- 
tioned is subject to adjustment on the basis of evaluation of the profits 
according to the Governor and his staff, and I understand to be ap- 
proved subsequently by the Bureau of the Budget. We do not think, 
however, and of course, we don’t know, but we do not think that it is 
going to vary in a tremendously radical degree from the present 
valuation. We think it is certainly true that regardless of what valua- 
tions are, unless you doubled them or increased them by 75 percent 
we think that if these proposals were adopted, there would be a differ- 
ent toll rate, and we are certain that if the other proposals that are 
now being made are adopted, you would have a substantially different 
toll rate in another direction. 

Mr. Zincke. Now, you made the assertion, I believe, or the state- 
ment—TI withdraw assertion—that the payment of $3,400,000 in tolls 
for Government use of the canal was a free ride. 

Mr. Mayer. Yes, a statement to that general effect 

Mr. Zincke. Now, what do you mean by that? That toll rate, 
incidentally, is the same as that paid by private industry is it not? 

Mr. Mayer. Yes. 

Mr. Zincke. And that constitutes a free ride if the Government 
pays it? 

Mr. Mayer. Yes, in a sense it does 

Mr. Zinckr. Would you elaborate on that somewhat, please? 

Mr. Mayer. Yes; | would like to. 

The military have been in charge of the Panama Canal since the 
day it was born. You have always had a military man as the head 
of the canal. Military policies have to a large extent governed it 
I don’t think that you are ever going to get properly the military out 
of the canal. Therefore the canal must have some continuing year by 
year intrinsic value to our national defense. Now, if it provides a 
two-ocean Navy, and if it has this mere 1 percent of value of our total 
naval expenditures, then we submit that for the Government to own 
the canal and to obtain this intrinsic national defense value year after 


year, $3.4 million is not enough to pay 
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Mr. Zincke. Well, may I call your attention to the fact that Public 
Law 808 provides that 
allowance shall be made for the value of the transfer for national defense features, 
thereby decreasing the investment in the canal upon which tolls are paid. 

Mr. Mayer. Yes; I am aware of that 

Mr. Zincker. Now, to what extent do you value that? 

Mr. Mayer. Well, I think we have a statement by one Govern- 
ment agency, and | think it is the GAO—and I[ will stand subject to 
correction on that if I am quoting the wrong agency—to the effect 
that all of the national defense assets of the canal are already taken into 
consideration in the transfer, and by that they refer to the third locks 
project and the bridge that was constructed in connection with it 
That is a completely independent project, Mr. Zincke, that was 
started in the late thirties, when they said we are going to go over here 
and start in part a new canal, and we are going to do it only for national 
defense purposes, and it cost $127 million. So we won’t put that in the 
capital structure 

Now, I don’t think that a commenced and then abandoned project, 
which clearly had a national-defense value, constitutes the only 
national defense value as measured by the present investment. 

Mr. Zinckr. But in view of the statement of the Governor that no 
final figures had been put on any of these transfers, aren’t you making 
assumptions as to the allocation of the value of the national-defense 
feature that is not made upon any information, at least before this 
committee? 

Mr. Mayer. No, we are not making a conclusion. We live in hope 
forever that when he starts to put the price tags on several other items 
that total $26.4 million, that he will say this item hasa national 
defense value of 30 percent, this one 40 percent, and this one 80 per- 
cent, but as I say we live in hope, and I don’t have a great deal of con- 
fidence that will be done. I think it should be done. 

Mr. Zincke. But your statement that the Government is only 
contributing $3,400,000 a vear is certainly an assumption in view of 
the provision of the law with respect to valuation of the transfer? 

Mr. Mayer. Well, no, the $3.4 million—we are talking about two 
different things, Mr. Zincke The present law assigns a $128 million 
national defense in the investment. The $3.4 million is the annual 
operating costs. 

Now, I will say that to the extent that I have assumed wrongly as 
to what the valuation is, then I will say that we are wrong in our 
estimate that the $128 million is the only national-defense allocation 

Mr. Zincke. Well, now, when the Department of Commerce vessel 
passes the canal to layup, it pays the same toll as a privately owned 
vessel? 

Mr. Maysr. A Department of Commerce vessel? 

Mr. Zincxe. Yes, a Maritime Administration, if you will, vessel is 
on its way to layup. It pays the same toll as a private vessel. 

Mr. Mayer. Yes. 

Mr. Zincxr. And a Coast Guard vessel pays the same toll. 

Mr. Mayer. Just a credit, not tolls. 

Mr. Zincxe. That is the same thing. You claim the Government 
is getting a free ride in that respect? 
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Mr. AEN of California. If I may interrupt you at this point, isn’t 
it a fact that the Government pays $3,400,000 per year for whatever 
it gets, whether you call it a free ride or something else is just a matter 
of opinion. 

Mr. Zincke. I am just attacking the term ‘‘free ride.”’ 

Mr. Mayer. It is not a proper measure of the value received 

Mr. Zincke. With respect to the St. Lawrence seaway, you com- 
mented on the fact that the rates there were coing to be commodity 
rates rather than tonnage rates, and you made a statement to the 


effect that the earning of interest was secondary. Is that correct? 
Mr. Mayer. I made the statement in our opinion that the earning 
of interest will become secondary to the commodity factor, yes 
Mr ZIN( KI Now, your rates are based on commodity ( harg Ss: are 


they not? 

Mr. Mayer. Yes 

Mr. Zincke. And rail rates are based on commodity charges 

Mr. Mayer. That is right 

Mr. Zincke. And both of them provide for payment of interest 
from profit 

Mr. AuueN of California. May I interrupt. Did you say that the 
rates to the Panama Canal were based on commodities? 

Mr. Mayer. No, the St. Lawrence seaway 

Mr. Zinckze. Now, why do you say that the fact that they are 
based on commodity rates make the earning of interest secondary, 
when your own rates are based on commodity charges? 

Mr. Mayer. Well, Mr. Zincke, I did not say that the basing of the 
rate upon commodity as a single factor would be one which would 
make interest secondary. I stated some other considerations which 
are these, and I will repeat them. First of all, the United States 
Government will most probably not set the rate They will negotiate 
the rate with the St. Lawrence Seaway Authority of Canada. Thus 
we have another interest coming into being. 

Mr. Zincke. But in the light of the investment 

Mr. Mayer. I am not so sure because of the second qualification 
hedging around the earning of interest is the fact that the act says in 
the case of the seaway that the rates shall be calculated to give due 
consideration to encouraging the use of the navigation facilities and 
to give due consideration to the nature of bulk materials of a mineral 
and agricultural character. In other words, they are talking about 
what in traffic parlance is called commodity exceptions. So I say our 
compromising of our own Government authority to set the tolls, plus 
the consideration that is being given to encouraging navigation, plus 
the consideration that is given to certain named commodities, agri- 
cultural and mineral, will make the earning of interest a secondary 
factor in determining what the rate will be. Now, that is an awfully 
big prediction, but I think you might find that it will come about 

Mr. Zincxe. That is all I have, Mr. Chairman. 

Mr. Auuen of California. Thank you very much, Mr. Mayer, for a 
rather complete study of the subject. It is a good presentation. 

We will now recess subject to the call of the chairman. 

(Whereupon, at 12:30 a. m., the hearing was recessed to reconvene 
at the call of the chairman.) 
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OPERATIONS OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


MONDAY, JUNE 28, 1954 


Unirep States House or REPRESENTATIVES, 
CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
SUBCOMMITTEE No. 3, 
Wash ington, dD. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in room 
209, Old House Office Building, Hon. John J. Allen, Jr., of California, 
presiding. 

Mr. ALLEN. The subcommittee will come to order. At the close 
of the last meeting, I believe, Mr. Newman and his associates were 
testifying in answer to questions by Mr. Dorn 

Mrs. Sullivan, do you have a question? 

Mr. Eckert. I wonder if I could make a general statement? 


Mr. ALLEN. I think so. 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL, ACCOMPANIED BY 
WILLIAM A. NEWMAN, JR., ASSOCIATE DIRECTOR OF AUDITS 
Resumed; AND F. HENRY BARCLAY, JR., ATTORNEY, OFFICE 
OF THE GENERAL COUNSEL 


Mr. Eckert. If you don’t mind, we were discussing the other day 
certain problems in connection with the operations. I wanted to 
try to clarify, if | could, this morning what our work has been in 
the canal; just what the bases for our recommendations were, and | 
think maybe I can do it, or sum it up a little bit for the committee 
this morning. 

As you know, we made an extensive review down there, and as agent 
to the Congress, we have attempted very seriously to make an inde- 
pendent review, and also to make an impartial review. 

We feel, and have recommended in our reports, that the costs of 
operations of the Panama Canal should be distributed on a basis 
which would be equitable to the shippers, equitable to the United 
States, and equitable to the employees; that basically in order to do 
equity to the United States, we feel that tolls should recover to the 
United States its investment in the canal; that in order to do equity 
to the shippers, we should eliminate from the cost down there all 
costs of the other agencies, most of which is made up, of course, of 
defense costs; also, we feel that in order to be fair with all the parties, 
that the civilian government personnel in the zone should support 
their service functions to the extent that prices would be maintained 
at a reasonable level, comparable to those charged in the United States. 
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Those are the three serious elements with which we are presently 
faced in the zone As the matter stands, we read Public Law 841 as 
an intent on the part of the Congress to recover its investment in the 
ZOne 

We have made certain recommendations which would pick up addi- 
tional elements of those costs We believe that it is clearly intended 
that defense costs should be eliminated and they are today to a great 
extent be Ing removed from the toll base 

In other words, the government is paying its costs of transiting 
the canal. Steps have been taken to assure that losses or the excess 
costs of education, hospitalization, and so forth will be borne by the 
agency of the United States down there for its employees. 

We also believe that it would be fair to establish cost of employees’ 
services and functions on a basis comparabl LO those obtaining in the 
{ nited States The employs es are paid waces and salaries that are 
based upon rates payable here in the United States, and they are given 
in addition to that an incentive payment of 25 percent for serving in 
the zone 
Since those salaries and wages are tied to the level maintained here 
in the United States, and since obviously that is a most appropriate 
way to handle it, as indicated by the representatives of labor who 
testified before the committee, we feel that the service functions down 
ther the cost of housing, the cost of telephones, and all types of 
services—should be correspondingly related to costs for comparable 
situations in the United States 

If that were done, then those functions would bear, not necessarily 
the costs of those functions, but would bear what would be reasonable 
and proper under the circumstances. Should there then obtain a loss 
in the overall analysis of those service functions, that should be charged 
to tolls, and we believe properly so, since that would be the cost of 
being down in the zone 

I would just like to refer for a moment to some of the bills that the 
committee presently has before it. We reported the other day on 
the bill H. R. 9427. That bill would eliminate interest on the mvest- 
ment in the United States in the zone prior to July 1, 1951. 

it would limit the recov ry, So far as tolls are concerned, of the pay- 


ment to Panama to the amount thac is now being paid; so that if 
ther vas an increase the rease would have to bs picked up by 
the United States Government. Also, it would set an arbitrary 
figure of 50 percent to cover defense costs 


We have made a quick analysis of this proposal. We feel that this 
certainly would not be equitable to the United States, since it would 
not afford the United States recovery of its investment. 

So far as these interest payments are concerned, we feel it would 
not do equity to the United States, since it would limit the amount, 
when, so far as we can see, should that amount fluctuate up or down, 
the amount, whatever it may be, should be the element of cost of 
operation of the zone 

We believe that this arbitrary allocation of 50 percent as defense 
costs is not appropriate. We are heartily in accord that defense costs, 
as such, should be eliminated; and generally they are—or steps are 
being taken to eliminate them. 

Just a quick glance at what this bill would do. These calculations 
necessarily are rough, Mr. Chairman, but a quick calculation would 
indicate that this would remove $12 million from the toll base. 
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Reflecting that into the present tolls, that would indicate that you 
might even halve the toll rate—the present toll. It is now 90 cents. 
If these items were eliminated, you might bring it down to 50 or 45 
cents. As this committee is probably aware, these tolls have been 
in effect since 1938—90 cents. 

We had some discussion the other day, by Mr. Mayer, of costs of 
operation of steamship lines. I am not familiar with it. Now, 
costs of everything have gone up since 1938. Certainly our costs 
have. Here is the toll rate that has not changed since 1938. We 
don’t want to say here this morning whether this particular element of 
shipping, which uses the canal, needs subsidization, but we do believe 
that there is a serious question that substantial reductions of these 
tolls are in order at this time 

I would like also to refer to the bills H. R. 9429 and H. R. 9433 
These bills have for their purpose 

Mr. Auten. Mr. Eckert, your first reference was to bill 9427? 

Mr. Eckert. Yes, sir. 

Mr. AuuEN. I should say now for the record that Mr. Mayer has 
requested that 1 introduce H. R. 9681 as a correction for 9427. 

Mr. Eckert. | am aware of that, and our comments, at a quick 
clance, would equally apply to 9681. 

H. R. 9429 and 9433 would preclude the inclusion of certain elements 
of costs in the pricing of service functions in the zone. Its effect 
would be to charge those. costs directly into the toll base. That 
would have the result, presumably, to reduce the cost of those fune- 
tions to emplovees. It is our opinion, after a quick glance and 
certainly a rough calculation of oan effect of this bill, that this would 
probably add to tolls approximately $8 million in additional moneys 

If this were done, based upon our ‘eal sent traffic in the zone, we feel 
that this probably would require an increase in tolls of over 90 cents, 
to possibly $1.10, $1.15, or $1.20 

Anyway, it would require a substantial increase in the tolls. We 
cannot believe that this is equitable to the shippers. I might say 
that the purpose of the bill might be effectuaied, if vour pricing 
policy in the zone is based upon reasonable prices to the employees 
for comparable prices to what they would pa: here 

If the result were that there were a loss—an overall loss from your 
accounting records—from the operations of these service functions, 
that amount automatically does go to tolls. So that, therefore, tolls 
would pick up any such loss 

However, it is our view that to eliminate items such as these from 
the service functions, and to throw them directly into the toll base, is 
not equitable. It would result in a failure to disclose what the em- 
plovees in the zone would receive in the way of compensation. 

As it presently is, Mr. Chairman, we pay someone, an average 
person in the zone, let us say, $6,000 a vear. That is based upon the 
salarv he would get in the United States. But if this is in effect, he 
would also get, in addition to his $6,000, he would get reduced prices, 
substantially reduced prices over what he would pay here in the 
United States for food, housing, rent, hospite als, for all of these various 
items: telephones, utilities, and so forth. Therefore, he is not getting 
$6,000 a year. He will be getting $6,000 a year plus whatever ‘valua- 
tion you might put on being able to buy gasoline for 20 cents instead 
of 30 as here in the States. Maybe $5 for a telephone instead of $8 
or $9 here in the States. 
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So that you would never know—and you don’t know today—what 
the employee services are costing you. Yes; we know that we pay 
in this amount of money. We know that he gets certain, what |] 
would say are subsidized payments or benefits; and, in addition to 
that, we pay him 25 percent as a fee or incentive to go to the canal. 

Now, certainly, the General Accounting Office, in analyzing the 
situation, believes that we should pay employees in the zone what- 
ever it costs to get them to serve in the zone. But we believe this: 
that we should pay them salaries comparable to those in the States, 
plus that incentive; and whether that would stay at 25 percent, 
whether it would go down to 10 percent or go up to 50 percent, it is 
not of material concern to the General Accounting Office. 

Our position is that we think that they should pay comparable 
rices for service functions to those that obtain in the United States. 
Ve have recommended, for that reason, the adoption of a pricing 
policy which could be set up by a central agency of the Government, 
as is done for other matters in other Territories and possessions; 
and we think that only through this method of trying to distribute 
these costs in a manner which would be eauitable to all the interests 
‘an We arrive at a solution to the problems which face us in the Canal 
Zone 

Thank you, Mr. Chairman. I wanted to get that little summary 
of our thinking on the record 

Mr. Auten. Does that sum up, practically, to the statement that 
except for the amendment to law recommended in your 1952 report, 
the law as it is is about right? 

Mr. Eckerr. | would say so, Mr. Chairman, other than our recom- 
mendation to the Congress as to the government of the canal. 

In other words, as you recall, we recommended a change to a single 
administrator or a small board 

Mr. Atuten. Those are included in the 1952 report and recom- 
mendations! 

Mr. Eckert. That is correct, Mr. Chairman. 

Mr. Auuen. Mrs. Sullivan? 

Mrs. Suturvan. | would like to ask what percentage, in your esti- 
mation, should be charged for the defense? 

M1 ECKERT. | don’t think it should be a percentage, Mrs. Sulli- 
van. Presently, the Government ships, the warships or other civilian 
agency ships, pay their tolls as they go through the canal. Presently 
steps are being taken and | think, as you probably are well aware, the 
Appropriations Committee this year is requiring the Government 
agencies to pick up the losses or excess charges for amounts not 
recovered from emplovees, whichever way you look at it or like to put 
it—the agencies to pay those costs; so that no part of the cost of oper- 
ating the hospitals, for instance, or the schools will appear in the toll 
base. They will be paid by the agencies. We feel that this is the 
way we should pull out the defense costs, and it can be done. 

in other words, w herever the defense agencies require these facilities, 
we let them pay for them 

Mrs. Sutuivan. Well, I am not thinking of our ships going through 
the canal now. I am thinking of the number of people in the Canal 
Zone area, as to whether they are Navy, Army, Air Force, and canal 
workers—do you know what percentage of the total population there 
would be canal workers? 
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Mr. Newman. Out of 52,000, there are 28,000 that are canal 
workers. That is the latest figure that we have. It may vary a 
few thousand up or down. 

Mrs. Suutiivan. And the rest? 

Mr. Newman. Are the military. Now, I think I realize what your 
question is pointed at. You mean, whereas the Canal Zone Govern- 
ment raises rates in the neighborhood of $13 million; revenues, say, 
amount to $3 million, it leaves $10 million. The two largest items 
remaining in the Canal Zone Government costsare schools and hospitals 

The amounts of those operations come to about 50 percent of the 
$10 million. As Mr. Eckert has said, the military will pay and other 
Government agencies will pay for the schooling to the Canal Zone 
Government. 

With regard to the hospitals, the new bill coming through from the 
Appropriations Act of 1955 will require the military to close their 
hospitals; and the military, including the civilians working for the 
military, they will get all their medical service in the Canal Zone 
Government, and the company will bill the military or the civilians. 

By doing that, Mrs. Sullivan, we presently feel in the neighborhood 
of at least $2 million will be saved; and how much the expense will 
actually go down in the Canal Zone Government—-we know it will 
go down, but how much, we cannot say 

Now, we finish the operation for the year. As vou know, we have 
indigents in the hospitels. Now, on schools, the appropriation act 
will not pay anything for the junior college. The citizens down 
there will have to pay for that. They will pay for kindergarten, 
so that will be a loss operation, because the employees won’t be asked 
to pay the full costs of it 

We don’t here in the States. As Vou Say, What is the population? 
You can figure, well, 50 percent of the population are American per- 
sonnel, and 50 percent of those are military. And from the military 
agencies, 50 percent of that deficit will go to the military, and they 
will pay that. That is reduced—it would be a wild guess—but | 
would say in the neighborhood of about $2 million. I would roughly 
figure from $1 million to $2 million, plus the fact that they will have 
to cut down the expense, because the occupancy in the Canal Zone 
government hospitals will be greater. So it might amount to 25 
percent overall 

Sut there are other items which I think, over a period of years, 
by study—there has been no study made—it was brought out by 
Senator Ellender, the fact that 90 percent of the bigger vehicles, 
including the tractors and trailers, use the highway. These are the 
armed services vehicles. They don’t pay any license fee. The Canal 
Zone government maintains al] the highways and builds the high- 
ways. So something could be worked out 

Mr. Eckert. We are reaching the major items. They are being 
reached individually and on the basis that we can reconcile in pulling 
out of these things. So we feel there is no more reason to state an 
arbitrary figure. The only possible basis would be for the Congress 
to say: ‘We feel that in the first place the canal was built for defense, 
and maybe we should allot some amount.”’ 

Now our position on this, of course, is that it is up to the Congress; 
but we feel very strongly that these tolls can recover costs, and that 
certainly no one is being injured. 
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Mrs. Sutitvan. I wonder, from the experience that the GAO would 
have on figures, if they were in a better position to point out to the 
Congress what the fair percentage would be, to be charged for military 
and for Canal Zone? 

Mr. Newman. Mrs. Sullivan, at this moment, we have not com- 
pleted the study 

Mrs. Sutiivan. Couldn’t it be done through your 

Mr. Newman. It is possible 

Mr. Ecxerr. I could tell you, Mrs. Sullivan, what percentage 
presently is being taken out. But I understand your picture 
you want to set a percentage figure on what the value of the defense 
facilities is in the zone 

Well, as I have indicated to you, we are attempting to pick it up 
on an item-by-item basis. In other words, the first item was the 
Government starting to pay for its ships going through the canal. 
That should be included in any figure that you may desire to put as 
an arbitrary figure or to set a percentage figure. You want to include 
the value of all those tolls that go through. We ought to include in 
the cost—we have to pick it up individually—or will, as a result of 
the Appropriations Committee action—the cost of underwriting the 
overall costs of hospitals and of schools 

Mr. Newman. I would say this, that my own personal opinion is 
that it would not be wise to set an arbitrary figure. The military 
mission in the past in the Canal Zone has fluctuated considerably. 

Secretary Johnson, when he was Secretary of Defense, he just cut 
the facilities overnight and the personnel down there to the bone, 
which meant that all those people moved out, you see 

Mrs. Sutuivan. Can you tell whether they pay 10 percent or 20 
percent? 

Mr. Newman. I can’t tell you now. We will have to wait until 
the end of 1955 

Mrs. Sutiivan. Are the hospitals going to consolidate, or is that 
up in the air? 

Mr. Newman. I would like to read a little article that I have. 
All I know is what I see in the papers, as Will Rogers said. 

Mrs. Sutuivan. That is all we know, too 

Mr. Newman. This is a publication in the Canal Zone. It says: 
“Way Clear For Hospital Merger.’’ It is from the Associated Press. 


Approved by both House and the Senate, the Army civil functions appropria- 
tion | eads toward the White Ho It directs the Navy to transfer to 
the Canal Zone Government wit! t exchange of funds all land facilities, building 
construction, equipment, fur ire at the naval hospital in Coco Solo. It also 


‘ the Department of Defense to make available for reimbursement of 
the Canal Zone the cost of medical care of dependents of military personnel to 
{ 





the extent that such care heretofor as been provided in facilities provided by 
the zone government. The provides for reimbursement by the Department 
of Defense to the Panama Canal Company for education, hospital, and medical 
care to the yvees of agencies of the United States and their dependents, 
other than Can: yompany and zone government. ‘The bill specifically author- 
izes the Defense De partment to pay suc h items as those meeting requirements 
suggested by the General Accounting Office Both House and Senate approved 
a conference committee report on the bill, but final passage was held up in the 


Senate for reconsideration of another item not related to Canal Zone affairs. 
The provisions deaiing with the agencies have been approved by both Houses. 
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Mrs. SuLiIvaAN. Well, we are discussing the hospitals. By turning 
the hospital over, at least closing the military hospitals—it won't 
overcrowd the other hospital to the point where it will be difficult 

Mr. Newman. No, madam. 

Mrs. Suutiivan. To get hospitalization when thev need it? 

Mr. Eckert. Mrs. Sullivan, we have pursued this hospital thing 
for several vears, and I think probably we started with this naval 
hospital at Coco Solo. Several vears ago we sent a team into the 
zone, and they took a look at Coco Solo, and they found that the 


occupancy was very, very low. We all know that low occupancy 
in a hospital means an expensive operation. I think the costs were 
running $35 to $36 a day—a patient day. And we pointed that out to 


the Secretary of Defense, and from that stems, so far as we are con- 
cerned, this hospital situation 

Actually, I think our report shows that Gorgas Hospital in the zone 
could by itself take care of all the patient needs in the zone. However, 
if this works out, and I certainly hope it will—if this consolidation 
works out, the zone will have Gorgas and Coco Solo at the two ends. 
Both are very wonderful hospitals, and they will have more than ample 
facilities to take care of the patients in the zone. 

Mrs. Sunttivan, Well, are those hospitals served now by military 
personne]—military doctors? 

Mr. Eckert. Generally speaking, yes 

Mr. Newman. Both hospitals; that is the Colon Hospital and the 
Gorgas Hospital have the director of the hospital—he is General 
Longfellow He is military, and a few of the doctors—how many, 
[ couldn’t give you the exact figure—on the staff are military. That 
is another point. 

I know employees have come to me about that, and a lot of them 
have gone over to the Panama Hospital because of the hospitals being 
run in a military fashion. I think it is a good point. I don’t think 
we need military personnel running civilian hospitals 

[ can take you to a hospital this afternoon, Mrs. Sullivan, in Ar- 
lington, Va., where you have a civilian manager. He has all the facts 
and figures on the hospital. Patients just are treated a little bit differ- 
ently; and that is the point that I think the employees have that I 
think is a good one. Even members of our own staff have gone to 
Panama. 

Mrs. Sutuivan. Do you know how many civilian doctors there 
would be in those hospitals? Have you any idea? 

Mr. Newman. I can get it easily for the record, if you wish it 

Mrs. Suuuivan. Is that hospitalization out there—you may not be 
able to answer this—typical of what they call socialized medicine? 
They have a certain number of doctors whom they can go to? 

Mr. Newman. That’s right, as I understand it. This comes from 
what I have heard from my own people on my staff; and their wives 
have had babies, or they had to go to the hospital. 

Frankly, this particular case that I know about—you didn’t know 
what doctor you were going to see today. You may have seen Dr 
Jones yesterday, but today it may be Dr. Williams. You didn’t 
have your individual doctor to work with you and get familiar with 
your case. 
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Mrs. Sutitivan. Well, do they change very rapidly, so that the 
doctors are not stationed for any length of time in order for them to 
have a personal relationship? 

Mr. Newman. I don’t know about that. Those are military assign- 
ments, and, of course, they would be there for their temporary duty 

Mrs. Suttrvan. That is why I wondered if you had any idea of 
how many civilian doctors were stationed there, and whether the 
turnover was great or light 

Mr. Newman. We can furnish that information to you. It is in 
our Work pape rs 

Mrs. Sutuivan. I think it would be interesting to know that, 
because that would be something | think of oreat interest to people 
who have to depend upon just a certain number of doctors for their 
eare, and if they had to constantly change doctors to go to someone 
else, they lose that feeling of 

Mr. NewMan. Security? 

Mrs. SULLIVAN. Security, yes 

Mr. Mumma. Mrs. Sullivan, may I interrupt? I don’t think that 
condition is just in the Panama Canal. I think that anywhere in the 
Navy or the Army there are certain doctors on duty assigned there 
And the patients that get their medical care go there 

Now, you hear every now and then, you have quite a few of them 
down in our home—that they don’t like a certain doctor; and they 
vo out and pay for it 

Mrs. SuLttivan. Can they get it somewhere else? 

Mr. Mumma. I don’t think it should be termed socialized medicine 

Mrs. SuLLivaNn. No. 

Mr. Mumma. It is just the system that works there; and it works 
on all these Arm, places You have a point: they can’t go out 
somewhere else and get it. They do on some occasions, but you will 
find that the average one is fairly well satisfied. 

\ir. Newman. Actually, it is true ina broad sense. You have got 
military reservations. The Panama Canal Zone is not supposed to 
be a military reservation. It is supposed to be a civilian community. 
But I agree with you, Congressman Mumma, that because it is 
run by the military, they follow the military principles and procedures 
gvreat extent. 

Mr. Eckert. I think this, that, of course, we do have to watch 
the operations once the zone takes over. When they take over this 
military hospital at Coco Solo and have begun to operate all of the 
hospitals—the two hospitals—we will have to see just what the result is 

I would like to Say this at this point: That we are not entirely 
satisfied with the operations of the present hospital plans in the zone. 
For instance, we vel back to the discussion of H R. 9429, Mrs. Sulli- 
van, that we discussed a minute ago. 


to a 


Actually, our situation in the zone today is that the zone-govern- 
ment employee pays one amount; the representative of the General 
Accounting Office might pay a different amount; the civil employees 
of the military in the zone, which number approximately the same 
amount, would pay a different amount 

Those are the elements that we feel need to be taken care of in an 
overall pricing policy. In other words, we can see no basis for differen- 
tiating between Government emplovees because one lives here and 
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works for the Zone Government, and his next-door neighbor works for 
the Army. 

Mrs. SuutitivaN. Are you talking about the hospital costs now? 

Mr. Eckert. Yes. 

Mr. Newman. Of course, that exists with commissaries, too 

Mrs. SULLIVAN. I was going to come to the commissaries. 

Mr. Newman. What we need is a unified policy on prices to 
Government employees in the Canal Zone 

Mrs. Suuiivan. Well, here is something on page 15 of the Booz- 
Allen report: 


Except for a few stores in Panama, which many cannot conveniently reach, 
she can buy only in company commissaries Che regulations forbid her trading 
in armed-services commissaries in the zone 


Well, if they can bring the hospitals together, why couldn’t they 
bring these others together? 

Mr. Eckert. That is another element, Mrs. Sullivan, that we feel 
strongly about. We don’t object to the military having commissaries 
for the military; but we don’t see any reason why, to the same extent 
we have treated hospitals, why the zone government commissaries 
should not take care of the civilian Arm, personnel, too. 

So they would all be on an equal basis All our Government 
employees then would be on an equal basis in the zone. To take it 
a step further, we are not familiar with that report. We know of it. 
We don’t have it. We have not analyzed it. But to take it a step 
further, [ wonder if there would be an objection, notwithstanding, 
that they may not shop for some advertised prices—for instance, if 
prices in the Canal Zone Government commissaries were set by 
Safeway or A & P, or some large retail outlet as the prices here in 
the States—could there be Any objection to this inability to shop 
around, which is another element which we should like to cover by 
this pricing policy 

Mrs. Suuiivan. I don’t know anything about this regulation 
But why couldn’t a person just shop around any place they wanted 
to, whether it be Navy, Army, or 

Mr. Eckert. But supposing we moved to a little town in the 
United States, and there was only one grocery store and only one 
clothing store. That is the situation in the zone. It is not a little 
city; but you have a company-controlled commissary, and that is all 
there is, unless you want to go over to Panama 

Mrs. Sutuivan. Then they know that someone living in the next 
little project, whether it might be Navy or Army, are selling the very 
same item 

Mr. Eckert. I| certainly agree with that 

Mrs. Sutitivan. At a much reduced cost. Does the military have 
a 3-percent markup? 

Mr. Eckert. Let’s take two people, and let’s Say they could be 
brother and sister. One works for the Army, and one works for the 
zone government. 

Depending upon their health and their need for food, and so forth, 
would depend on what they actually earn in the Canal Zone. If he 
isan Army civilian employee, he gets a little better price in the Army 
commissaries. The Government employees pay a little more in the 
Government commissaries 
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But if the civilian employee of the Army has to go to a Canal Zone 
hospital for an appendectomy, he would have to pay up to twice as 
much as the Government employee would have to pay in the hospital. 

Depending upon what the circumstances were, would control how 
they ended up at the end of the year—how much money they actually 
made or retained for their own us¢ 

Mrs. Suttrvan. They all have to eat food; but they don’t all have 
to have appendectomies 

Mir. Newman. Here is an item we have reported for 1952. I guess 
eve ry body smokes cigars and cigarettes. In 1952, in the commissary 
and clubhouse of the canal organization, a carton of cigarettes was 
$1.30. I think at the time in the United States it was $1.55 or $1.65, 
something like that 

Mrs. Suttirvan. We have taxes here that they don’t have there. 

Mr. Newman. That is one of the reasons. Now, the Army post 
exchange was $1; the Navy exchange was 90 cents; the Marine ex- 
change was 85 cents; and the Army commissary was 72 cents—in 
other words, almost half of what the canal employee was paying 
in his commissary 

Mrs. Suttrvan. Well, is that because the military can buy it 
cheaper? 

Mr. Newman. No; it is not 

Mrs. Sutuivan. If it is, why don’t they buy for the full Canal Zone? 

Mr. Newman. One of the biggest problems the armed services 
have at the present moment is to get down to real accounting and 
cost procedures. What is the cost? I had a conference with Earl 
Johnson, and he said that one of the really serious problems is to 
try to train the milits ary people what cost is. 

Now, take the commissaries and this carton of cigarettes. They 
are bought from the same people that the Company can buy from. 
The Company can use the facilities. We have made surveys. In 
some surveys, the Company is doing better than the Army. So it 
is even-Steven at the purchase level. 

Sut from there on out the Company gets it like Safeway or A. & P. 
or any business. So all the costs are in there. For the Army, there 
is no freight transportation at all. All the military people are in 
uniform and handle it, the purchasing department, and maybe on the 
piers and ships—none of that cost is in. 

When a civilian hand touches it, behind the counter or unpacks it 
at the site, that cost may be in. So there is a great variance in the 
price 

Mrs. Suuuivan. Well, there is just one other question. 

Mr. Newman. And those costs should be in 

Mr. Eckert. Mrs. Sullivan, we have that problem in the military 
all over the world. It is not peculiar to the Panama Canal organiza- 
tion. We have done a considerable amount of work on the com- 
missaries. 

Mrs. Suutrvan. Well, are the salaries comparable for the 

Mr. NEWMAN. Civili ans—the civilian? 

Mr. Eckert. Yes; identical. They are set on the same scale. 

Mrs. SULLIVAN. So they go a lot further than the regular Canal 
Zone worker? 

Mr. Newman. That’s right. But take another item—if they want 
to leave the Canal Zone and come back on the steamship, they have 
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to pay full fare. Canal employees pay $40. The question arises 
that maybe Congress ought to consider the policy of giving then free 
transportation every 2 years. 

Mr. Eckert. And all of them. Let’s make it uniform for all of 
these employees down there. ‘Their leave is different. 

Mrs. Sutuivan. Then working on the Canal Zone is a great deal 
different than working on other foreign soil, because, after all, this 
is our own Territory, although away from the continental United 
States. 

Sut if certain recommendations were to be put in down there, 
because of the peculiar situation of the Canal Zone, would that 
necessarily have to be the same as the other workers on foreign soil, 
if it could possibly be put on a different basis? 

Mr. Eckert. I don’t think it would have to be. I think to the 
extent that this situation might be similar, maybe it should be 
These things, to me, should be left or be determined by surveys by 
central agencies, such as the Civil Service Commission, the Labor 
Department, or Labor Statistics, the State Department, and once 
you analyze what the situation is with respect to these Territories 
and possessions is, I think a great deal of effect could be had, the 
more uniform treatment you could provide; if that helps to answer the 
problem. 

Mr. Newman. You have other Territories and possessions that are 
more isolated than the Canal Zone. I mean, when this original 
legislation was passed in 1914, I guess it was our furthest outpost. 
Now it is only 12 hours away. 

Mrs. SuLLIVAN. Would it be in the same connection where we have 
civilian employees against military employees? 

Mr. Newman. You have got Samoa; you have got Hawaii. 

Mrs. Suutuivan. Aren’t they all in the military? 

Mr. Newman. No. We have civilians at Samoa, but we could 
check for the record, if you want something on the record; we could 
find out how many civilians and military there are. You get that 
from Civil Service. 

Mrs. SuLLIVAN. But the civilians in any of those outposts would be 
working for private companies; wouldn’t they? 

Mr. Newman. Not necessarily, no. 

Mr. Eckert. I think you have elements of other Government de- 
partments, such as Weather Bureau and the CAA. I don’t know how 
much, what percentage it might be, but, certainly, generally speak- 
ing 

Mrs. Sutuivan. But it wouldn’t be in the quantity that it would 
be with our civilian personnel in the Canal Zone? 

Mr. Newman. Well, we would have to check that, Mrs. Sullivan. 

Mr. Mumma. It would depend on the type of work the Government 
is doing. Devereux was on Wake Island; wasn’t he? 

Mr. Newman. Yes. 

Mr. Mumma. I just heard him say the other day in a conversation 
that they had 2,500 civilian contract employees at that particular 
time—when the contractor pays them what he has to pay to get them 
over there. 

Mrs. Sutxiivan. Well, that is a temporary thing while they work on 
this particular project. 
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Mr. Mumma. Some of those things will keep on year after year. 
You know, this cigarette thing is most controversial, as far as the 
range of price is concerned. But it is the tax angle in the cigarettes. 
[ remember one time it was in Gibralter, they were selling them for 
75 cents, and I thought there must be something crooked. 

Mr. Eckerr. There is a considerable tax on cigarettes; yes. 

Mr. Auten. Mr. Newman, I would like to check a couple of your 
remarks in the statement you made 

On page 8, you say as of January 1, 1954, very little has been 
accomplished toward the elimination of or consolidation of duplicate 
facilities and activities by the various agencies involved. 

Is there any fault involved that happens more at one agency than 
at any other, or, generally speaking, who is holding back on the 
consolidation? 

Mr. Newman. Well, if I may express myself frankly, we can now 
turn to the hospitals. Tha hospital story is quite lengthy, but I will 
try to give it to you in brief. But it only typifies the relationship 
that exists, and the thinking of the agencies in the Canal Zone. 

Mr. Eckert has stated that a number of years ago GAO went down 
there and found Coco Solo not being occupied but in only a small 
percent of its full capacity About 2 vears avo 3 vears aco as a 
result of getting into the teen we requested the management of 
the hospital to give us his thinking about the hospitals in the Canal 
Zon That was Flcaistal Rice 


His statement is quoted in this duplicate facility report, if you wish 
it. He stated that there should be 2 hospitals, 1 on each side of the 
Isthmus, and should be run by the Canal Zone Government 

That plan went on up It was brought back to the Secretary of 


the Army’s office, and Mr. Bendetsen, who was then chairman of the 
board of directors, also Under Secretary of the Army, made a decision 
which, if | may, I would like to read: 


I have recently returned from the Panama Canal Zone, and wish to indicate 


to you my positior th respect to the problem of consolidation of hospital facili- 
tie the Canal Zone area I have reviewed in detail the situation and considered 
thoroughly the recommendations presented by the Canal Zone Health Director. 
My conclusion is that the hospital facilities now maintained by the Department 
f the Arn ind the Depvartment of the Navy should be continued under control 
of the two Departments and that there should be no further move toward inactiva- 


ion or consolidation of the military medical facilities, Fort Clavton United 
States Army Hospital and Coco Solo United States Navy Hospital, with the 
Panama Canal Company facilities 


1 am therefore recommending, from the Army standpoint, that no further 
action be taken at this time toward consideration of this problem Problems that 
affect t Pa nama Canal Compa this area will continue to be pursued by the 

anagem of the Company in t nterest of economy and more effective 


itilization of their own facilities 


Now, as a result of this report, I believe it was both the House and 
Senate contacted the Secretary of Defense, and he was to go on making 
a study of duplicate facilities. For a year nothing was accomplished, 
even though the committees had some assurance that something 
would be done 

Recently, a group of Senators went to the Canal Zone and went into 
the situation and the result is as I have read here a few minutes ago, 
the accomplishment in getting at least the legislation so they can go 
ahead 
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And | understand that the military is not to spend any funds for 
medical or hospital care after September 1954. 

Mr. Eckert. I wonder if I could add one statement? The hear- 
ings before the Senate Appropriations Committee for 1955, this year, 
brought this subject up again; and the Navy in testifying was asked 
what had been done about this consolidation that was so obviously 
needed and had been directed by Congress; and the simple answer 
was given by the Navy, ‘‘Nothing.”’ 

Therefore, the language, I assume, in the appropriations bill, this 
year, | don’t know. You asked today whether this has been cleared 
up. I won’t guarantee it, Mrs. Sullivan, until we see it. But that is 
our problem in this area of duplication 

If I may just steal from Mr. Newman, for a moment, Mr. Chairman, 
the duplication which exists, generally speaking, is between the Army 
and between the canal facilities. Mrs. Sullivan put the finger on 
commissaries. The company cannot do this. The company and the 
military have to work it out, and the only way it is going to be worked 
out is for Congress or a committee of Congress to take action as they 
did in connection with the hospitals. 

Mr. Newman. My recommendation is that a survey be made by 
the President of the United States at a high level. What has happened, 
and is going on down there today, is that the same people—the 
sergeants, the buck privates, and the captains are reporting to generals 
down there, making the same kind of logistics, I think they call it, 
committee, which until only recently the company was not allowed to 
have a representative on such a committee 

And everything they come up with is just the same as that which 
they had in 1948, 1949, and 1950, and all through. 

Hospitals is just one. The Army is willing to consolidate, provided 
they maintain their own facilities. Regarding the hospitals, what 
happened is that the Army is willing to consolidate the hospitals, 
because it meant Fort Clayton—it retained Fort Clayton Hospital. 

The Navy, however, in this consolidation, was giving up Coco Solo; 
so there was a roadblock; and it took Congress to break it. 

In 1914, Col. R. E. Wood, then Chief Quartermaster, and head of 
the Supply Department, later General Wood, and chairman of Sears 
and Roebuck, stated, 

It is believed that we ought to rigidly adhere to the policy of supplying all 
departments of the Government from the canal organizations 

And that was the policy until before World War Il. Now we have 
all the Army facilities there, and they want to maintain them. 

Today, in most instances, the canal facilities are adequate to take 
care of all Canal Zone needs, including the armed services. Armed 
services either started or expanded their facilities during World War II. 
Since the war, despite the reduction in military forces, the armed 
services retained or expanded most of their facilities 

Only recently we had a situation at Corozal. There was quite a 
to-do about the letting of a contract to build the ordnance plant. The 
most important thing was that we had other facilities in the Canal 
Zone—duplication of them—with the result that now we have another 
million dollars and a half being spent for another motor transport 
base at Corozal. 
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There are many other warehouses that could be deactivated, which 
might be fixed up and probably suitable, and save a million and a 
half dollars. 

Take the cold-storage plants. Now, the Army has a cold-storage 
plant on the Pacific side. It is of newer construction than the one at 
Mount Hope. That needs to be rehabilitated. So they want to 
consolidate 

The Army, as I understand, was using about half the capacity 
and that would be a conservative estimate. So the company wanted 
to take it over. No, the Army still wants to maintain it. So they 
consolidated that Lo the extent they could That was the cold-storage 
facilities That has been consolidated 

Mr. Auten. Did I understand you to say that before World War I] 
the commissaries of the canal s ipplied the military? 

Mr. Newman. I would say, Mr. Chairman, I can recollect that at 
the time Secretary Johnson, Department of Defense, took over—I 
do know there was a substantial amount of meat which the Army had 
ordered from the company 

Now, the figure in my mind is half a million dollars’ worth, which 
the company was left with to get rid of Whether it was 100 percent 
or 75 percent, Mr. Chairman, the utilization of company facilities 
to supply the Army, I couldn’t tell you with regard to the commis- 
Saries 

But, for the most part, they started purchasing their own before 
World War II, and it continued on through 

Mr. ALLEN. Now, in your recommendation that duplication be 
eliminated, you recommend that the commissaries supply be uni- 
formed personnel be retained? 

Mr. Newman. Mr. Chairman, we have not gone that far. We 
feel that that is tradition with the Army. Until the policy is changed, 
I don’t know whether much could be done about it However, we 
do go as far as to say that the civilians working for the Army, who are 
in a great number there, should buy from the company commissaries. 

It is not an isolated area. We are not in a jungle, gentlemen. 
There are plenty of facilities the company has where the civilians can 
buy Also in the Republic, to some extent. 

Mr. Atuen. On page 10 is an item, paragraph 3: 


The transfer of the emergency fund to the United States Treasury. 


As I understand someone’s testimony, the amount is in the Treas- 
ury, and therefore, is used as part of the Treasury’s cash balance, to 
eliminate the borrowing of the money, 

On the other hand, it would seem that an emergency fund might 
be in effect an authorization to spend that amount of money in an 
emergency. Why is it necessary or desirable to pay that in as a 
dividend? 

Mr. Newman. Well, if I can quote you some figures, there are sub- 
stantial amounts of cash, and the question is whether they need it. 

According to the formula and the legislation, the $10 million is 
paving $200,000 worth of interest into the Treasury every year. 
The reason why the company does not pay interest when it gets the 
money is because it owns the money. If they borrowed—if they 
wanted to borrow $5 million, they wouldn’t pay interest, because they 
are paying interest on the whole $10 million. 
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Mr. ALLEN. Well, is that money kept in the Treasury as a cash 
reserve, actually set aside as a sort of trust fund? 

Mr. Newman. It is a separate account. As I understand it, 
although the Bureau of the Budget considers that a dividend, our 
attorneys have given us a decision that the cash belongs to the com- 
pany. 

Mr. ALLEN. Well, the point I am getting at is, Would it make any 
difference except to the bookkeeping? 

Mr. Newman. $200,000 interest, about 83 percent, is going to 
shippers. 

Mr. ALLEN. Isn’t it true that the cash is put in the Treasury and 
left there; and that because it is there the Treasury would have a 
balance on which it would not have 

Mr. Newman. It is included in the overall Treasury balance. The 
balance except for $5 million is all in the Treasury 

Now this emergency fund can only be used, as I understand, from 
the Treasury for temporary periods. Now what I want to prove 
{o you is that we have an exorbitant amount of cash on hand, and 
have had an exorbitant amount of cash on hand for any kind of an 
emergency. 

Back in February of 1953, we had $24 million of cash on hand. 
Now, to explain that, that is actually in a way free cash. The amount 
the Congress appropriated for the Canal Zone Government is not in- 
cluded in that amount. Also, anything in commercial banks is not 
included in that amount. “That is the working capital. That $24 
million has risen to about $36 million or $37 million in May of 1954. 

And also, that amount does not include the $10 million emergency 
fund. So our cash has risen from $24 million to $37 million. 

The board of directors have insisted they are going to hold their 
hand on all the cash. It was the Bureau of the Budget that recom- 
mended they return $10 million. 

Now, another point, if | may, Mr. Chairman: When the year is 
closed out, say, June 30, 1953, it is true, the company owes for the 
Canal Zone Government cost; but it doesn’t pay iton July 1. It retains 
that cash maybe until November or December, or ne n it wants 
to put it into the Treasury of the United States. 

The same is true of interest. They have all this cash on hand, until 
they want to put it back into the Treasury of the United States 
So not only are they collecting tolls in excess of what they need for 
operations, because they are coming up with a profit. But they have 
this other cash, if there was an emergency 

At the present time there is nothing in the legislation that says the 
company has to pay the interest and the net cost of the Canal Zone 
Government into the Treasury on any date. They can use a full year 
if they wish. 

Mr. ALLEN. What do they do with that money, though? 

Mr. Newman. Keep it in the Treasury and pay interest on it. 

Mr. AuLeNn. Keep it in the Treasury of the United States? 

Mr. Newman. Right, and pay interest on it, which increases your 
interest expense. 

Mr. ALLEN. Thatisa part I don’t really get. If they put the money 
into the Treasury, it becomes a part of the balance, and then the c ‘ash 
can be used for paying some other department temporarily? 

Mr. Newman. The Treasury uses that cash, that is correct. 
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Mr. Auuen. If the Treasury is using it, the Treasury is saving 
the interest on what it is using it for. 

Mr. Newman. What we are saying here is, you have an emergency 
fund that can only be used for temporary emergencies. They don’t 
use the emergency fund 

Mr. Auten. Are they authorized to use the cash on hand, which is 
tolls from the Government? 

Mr. Newman. They have just as much freedom with their cash 
as you have with your own 

Mi Mumma. Less taxes 

Mr. Newman. I qualify it. They don’t have to pay taxes 

Mrs. Sutyivan. I am not clear on the interest 

Mr. Eckert. It is paid to the United States. It is figured on the 
overall investment of the United States. As such, you pay 2 percent 
on it, which means it amounts to $200,000 a year. 

Now, the fact that that amount of mor ey, actually, under the law 
I don’t think the Treasury can use that $10 million for other purposes 
I think it has to sit there, because the law says it must be maintained 
in a separate fund 

\s a practical matter, the Government works on the deficit. I 
don’t know whether they use this money today or let the money stay 
there. I couldn’t answer that 

But this other money, while it is deposited in the Treasury—this 
$36 million balance—the Treasury can use it, but it is Canal Zone 
government money, and until the Canal Zone government says, “Mr 
Treasurer, you reduce our investment,” they are still paying interest 
on it 

Mr. Auuen. Is it true, for all practical purposes, if the money were 
charged off as a capital dividend, the tolls for the vear would be 
reduced $200,000? 

Mr. Newman. Well, 80 percent of the $200,000. 

Mr. Eckert. The element going to tolls, not necessarily tolls. 

Mr. Newman. No; there is another 

Mr. Auten. The availability of cash for emergencies, will remain 
the same for practical purposes because of these other 

Mr. Newman. Correct. Now, further, Mr. Chairman, you have 
provided in the legislation of Public Law 841 a means to finance the 
capital expenditures. We can come to the Congress and ask for an 
appropriation if they don’t have the funds on hand. Also, for losses, 
if the company has losses, there is a means for financing capital im- 
provement in the legislation, which, at the moment, is not being 
utilized because of the retention of this large amount of cash on hand. 

Now, we are recommending further, besides the emergency fund, 
that $15 million, as compared with the $10 million the President 
talks about in the 1955 budget—we are asking for really a total of 
$25 million to go back into the Treasury as dividends. 

Mr. Eckert. Thereby reducing the base upon which you figure 
your interest, and charge it to tolls, and so forth? 

Mr. Newman. I feel definitely that there are some things going 
on down there for the last 2 years that we should somewnat tie the 
purse strings a little tighter. I have a couple of instances, if you would 
like to hear about them. 

Mr. Auten. You might get to this particular first. Paragraph 4 
of page 1. 


Recovery of depreciation of canal construction cost. 


peasy aeniieitte 


Sea eo at 


PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 12] 


If the policy is followed on the depreciating for the entire invest- 
ment, would that mean that at some point the investment—the 
tolls would be relieving depreciation charges? 

Mr. Newman. That happens in any enterprise 

Now, right at the moment the locks are being written off for 100 
years. Now, if this appraisal comes up, it may say that the locks 
are going to last another 75 instead of 50 years 

It is true that when you get to the end and recover the Govern- 
ment’s investment, then you just have tolls for only maintenance 

Mr. Auten. Would that only be an element reducing tolls if the 
amount of the depreciation is paid in as a capital dividend to the 
Government? 

Mr. Newman. | didn’t understand the question. 

Mr. ALLEN. Just charging the depreciation, but don’t pay the 
money into the Government to luce the investment. There would 
be no effect on the tolls 

Mr. Newman. They wouldn’t reduce interest. They would just 
accumulate the cash That is why we are recommending at this 
point that there be $25 million to go into the Treasury 

If you wanted to put a stipulation that the amount collected for 
amortization and depreciation every year is to be returned to the 


‘Treas 


iy as a dividend to reduce the Government’s investment, that 
could be a stipulation Then they would have to come to Congress 
to get an appropriation for their capital improvements. They are 


now using that. 

That is another factor that increases the cash balance, because in 
the toll rate we have an element of c: preciation | think it is around 
$5 million overall that IS being collected in cash and it is in the cash 
balance and our capital improvements, even the housing program 
that money has been used for the housing program, and the new 60 
cye le electri power S\ stem 

Mr. Aj LEN Do you have a recommendation on what should be 
done with the money collected? 

Mr. NEW MAN Well, | would Say, Mr Chairman, that when you 
wrot Public Law 841, you provided the basis for tolls It is cus- 
tomary in any Government corporation, when you have excess cash 
on hand that annually the excess is being returned as a dividend or to 
reduce the investment of the United States 

I think there is some latitude needed Of course, they have that 


] } 


latitude now A more strict reculation would be to require them to 
return the depreciation and the amortization of the ditch to the 
Treasury every vear It is a cash business There is nothing on 
account. 

Mr. Auuen. I think I feel as you do, that the fewer the restrictions, 
the better off the policy is of being carried out. But the question is 
whether the implied policy or stated policy of Congress, would that 
be amortization of the canal and the deduction of the Government 
investment is being carried out. 

Mr. Eckert. If I could just say this: The law provides for it. It 
should be done. If it is not done, you end up W ith excess funds such 
as we feel there are some excess funds presently. 

Congress, after getting a look at the financial statements, could 
require them to pay that into the Treasury, so that it could work its 
way out. I would hesitate to suggest further restriction 








122 PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 
Mr. AtLten. On that point then, no legislation is presently needed? 
Mr. Eckert. I wouldn’t think so 
Mrs. Sutiivan. May I ask this one thing: Is there any fund being 

put aside for the replacement of this canal when it lives its next 50 

years? It would have to be up to Congress to appropriate the whole 

sum? 

Mr. Eckxerr. At that time it would be capitalized, and you would 
set your toll based to recover what you invested in the zone. 

Mr. Newman. Well, the present legislation says that we will recover 
as nearly as —— or something like that, all costs. It is our feeling 
that you need to build up a little excess in the prosperous years to 
carry you through any lean years 


And we do feel that the legislation should be amended to provide 
for contingencies that should arise, and in that way it is going to mean 
that it would be ope rated like a utility is ope rated today. And, of 


course, before any toll rate would be up or down, they would hold 
hearings. And we do feel that the Government needs to build up a 
little cushion 

For instance—I don’t know, because the figures today are tenta- 


tive—but there is about $10 million profit since July 1, 1951. I 
wouldn’t want to say at this moment whether that is enough to 
accumulate in a year. However, if it got up to a point, it could be 
cut off 


But again, to get back to the fact of the returning of this money as 
dividends, your present legislation in 808 says that the board of 
directors is going to determine its capital improvements for the 
reasonable foreseeable future. Most Government corporations are 
for the ensuing year. We believe the legislation should be restricted 
to the ensuing year. 

We believe the expenditures should be reviewed by the C ongress. 
We don’t want to go through another fiasco like the $80 million 
housing program, and it is the only way you can restrict them, as 
other corporations are restricted, by just having a sufficient amount 
of cash for the ensuing year for the capital improvements, and the rest 
coes into the Treasury of the United States 

Mr. ALLEN. You mentioned that the tolls have not gone up since 
1938. Ordinarily that would indicate that other prices having gone 
up, this should have gone up. However, do you have a basis for 
Saving that the tolls in 1938 were high, low, or all right? 

NewMAN. Well, I wouldn’t want to say they were right. 

Mr. Ecxerr. Mr. Chairman, I think we can say this, that looking 
at it now retrospectively, the Government has come out in a fair 
position. In other words, I think the General Accounting Office feels 
that if we were to charge all the elements in that we felt should be 
charged to the operation of the Canal Zone, eliminating all of the 
defense costs and any other subsidies that we don’t feel should go 
into the toll base, that the Government would be well close to breaking 
even at this point. 

I don’t know whether there would be a small loss or a small profit, 
or what the situation might be; but we would indicate that they 
have been fairly in line, let us say, with costs. 

A private organization running the canal though would be looking 
for a profit. The Government here is not looking for a profit. In 
fact, presently the Government is not receiving the return on its 
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investment. We recommend that it does. And that is the element 
that I think might be eliminated in this rising cost structure. Here 
we are seeking no particular profit on this thing, other than possibly 
the return of our investment and a small contingency fund with it to 
make up for the tolls during possibly a lean year 

Mr. Autuen. Does what you have said mean that if the present law 
were applied retroactively to the beginning, that the tolls would 
have been approximately enough to have the Government break 
even? 

Mr. Newman. Well, that is on an overall picture, that’s right 
That doesn’t mean that tolls—probably tolls of 90 cents in 1988—you 
might have made a tremendous profit, but right on through you would 
come out. 

Mr. ALLEN. Governor Seybold said, I believe, that unless there is a 
change in the law, the present tolls are sufficient and proper to equal 
the charges that should be paid out of the tolls. Do you agree with 
that? 

Mr. Newman. I agree, sir. I will say this: That we will even go 
further than that, to say that if our recommendations are adopted 
and put into the act, that we will make a profit and tolls will not 
have to be increased. 

That is based more or less on the present traffic. If that traffic lets 
off a little, it would be different. But we feel that with the further 
efficiencies which Governor Seybold has been trying hard to put into 
effect, that is, cost of operation expenses are going to be decreased. 

Mr. ALLEN. It is true, is it not, that the cost of running the canal 
is a fairly stable figure? 

Mr. Newman. Yes, sir. 

Mr. ALLEN. Regardless of traffic. But the amount of tolls varies 
exactly with the traffic? 

Mr. Newman. Correct, sir. 

Mr. Auuen. If traffic is heavy, then the tolls for that year are more 
than required; and if the traffic is low, why, then, the tolls are deficient 
for the year? 

Mr. Newman. That is right. 

Mr. Auten. The tolls are large enough to pay the cost that is 
required? 

Mr. Newman. I would say that the present traffic—I am talking 
about 1953 or 1954, to date, that the present tolls are adequate to 
bring home a profit to the Government which it can use as a reserve. 

But we see nothing at the present time to increase the tolls. If all 
requisites are put in as we recommend, it naturally would mean that 
the tolls could not be reduced. 

Mr. ALLEN. Well, turning a little bit to the compensation paid the 
civilian employees, this committee has invariably been criticized by 
the Appropriations Committee in restrictions on several bills—the 
limitations on expenditures. But I think it is important for us to 
establish in this record that the compensation paid to employees is 
either high, low, or right. 

Now, can you give us some opinion as to whether the present bene- 
fits in addition to the stateside salaries are justified down there, and 
some opinion as to whether all of them should be continued all the 
way, whether the cash benefits should be continued, or whether some 
should be cut out, or some added? 
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Mr. Auuen. Did you examine the Booz-Allen-Hamilton report 
critically at all? 

Mr. Eckert. We have not had any copies of that report. 

Mr. ALLEN. You have not had any 

Mr. Eckert. We have seen resumes of it, and some statements 
quoted from it in the papers, and heard reference to it here; but we 
have not been favored with a copy, and have not analyzed it, and 
know nothing about it. 

Mr. Newman. I might say that our men are now in the Canal 
Zone, and they may have seen it. But we have not. 

Mr. Mumma. Are you studiously avoiding it? 

Mr. Newman. No, | wouldn’t say that. When we get it, we will 
make an analysis of it. 

Mr. Chairman, there is one point that is of interest to you, and that 
is this: That in the Canal Zone Code, we have—I guess you could 
call it an antiquated code—we have legislation in there that has not 
been brought up to date with the thinking of the Congress and the 
executive branch of the Government. 

For example, I don’t know of any other Governor who determines 
what the differential shall be. I don’t care where you go, Hawaii, 
Samoa, Alaska, or the Virgin Islands, or even Puerto Rico, the differ- 
ential is determined by either the State Department in foreign terri- 
tories and the Civil Service Commission in the Territories and pos- 
sessions. It may be that the Canal Code needs to be amended to 
bring it up to date in regard to certain things done by the central 
agency rather than the Canal Zone Government, and that the Gov- 
ernor be relieved of all these heartaches and problems. 

Mr. Auten. Could you examine this Booz-Allen report and give us 
your opinion in a reasonably short time as to whether the data they 
used was correct in the first place, and a sufficient basis for the con- 
clusion that they reached. 

And, secondly, as to whether there is any better way to get it than 
the way they advise? 

Mr. Newman. We, of course, are not specialists in that field, and 
we may have to call on the Bureau of Labor Statistics that makes 
hundreds of surveys for the Civil Service Commission in all other 
Territories and possessions. 

Mr. Eckert. That was the statement I was going to make, Mr. 
Chairman, that we would be very happy to do it and to give you the 
comments with respect to the report. However, we do not, and we 
don’t want the committee to feel that we set ourselves up as 
acquainted with the statistics that are necessary, in our opinion, to 
make proper comments on the Booz-Allen-Hamilton report. 

There is a further element there that I think we could answer you 
on today: that we don’t agree with the approach of the Booz-Allen- 
Hamilton report insofar as it recommends the continuation or the 
addition to of fringe benefits that you cannot tangibly determine the 
value of. If the Government needs to do those things in the Canal 
Zone, the General Accounting Office feels that the employee should 
pay for all of those elements, and that the Government then give him, 
instead of $5,000 a year, give him $10,000, if that is what it takes to 
get the employee down there. 

The General Accounting Office is opposed to fringe benefits for any 
segment of the Government employees. 

48155—54——9 
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Now, of course, if there are benefits that are accorded to Govern- 
ment employees generally, we believe that they should be given equally 
to canal employees. But the approach of the Booz-Allen-Hamilton 
report, as I have read the comments on it in the papers, say that they 
should continue, or possibly enlarge, fringe benefits. We are opposed 
to it for the reason that I stated. 

Mr. Atuen. If those policies which you indicate to be desirable 
were to be implemented, would legislation be required? 

Mr. Eckert. I believe, Mr. Chairman, that you would have to 
certainly set out the intent and guidelines in the legislation to get it 
carried out. That would be the pricing policy recommendation that 
we have in the bill, implemented by equality in leave and other activ- 
ities, transportation, and other elements. So that all Government 
employees down there would be treated uniformly. 

Mr. Newman. In other words, Mr. Chairman, the formula which 
now appears in the legislation would no longer be needed. If we had 
a firm pricing policy stated in the legislation, then, if I may use the 
expression which | don’t like to use, you would be collecting from 
anvbody who os the Canal Zone all that the traffic will bear. 

There would be prices comparable to the United States. In that 
way, that revenue is going to come in and be used to pay expenses of 
operating hospitals and commissaries, and the light, telephone, and 
everything else. If there is anything left over that those revenues 
don’t cover, that residue or that loss in employees’ services, as the 
company calls them, or nonbusiness services would have to be borne 
by tolls 

But you would at least be getting the maximum prices. That 
would not hurt anybody, because they would be comparable. 

The Bureau of Labor Statistics has noted that it would take 3 or 4 
months for 2 or 3 people to go down a8 and study the situation. 
After that, they would not have to visit it again, but get the prices 
from the Canal Company, and give you a pencorrt living index of the 
Canal Zone as compared with the index of Miami, Washington, 
Dallas, Tex., or whatever other place. 

Mr. Auten. Turning to eustlaii phase of this problem, have you 
made any studies of the Panama Canal in comparison with any other 
waterways operated by the United States to determine whether the 
policy of the government of the Panama Canal is consistent with other 
policies with regard to waterways? 

Mr. Newman. I couldn’t give you too much in detail. About a year 
and a half ago, we did make such a study. We studied it with the 
Suez Canal and also the Welland Canal, and then the Sault St. 
M: irie. 

One very important policy in regard to the Welland and in regard 
to the Suez is that the shippers are liable for any damage. "The 
Federal Government is not liable in Canada or the Suez. Down at the 
Panama Canal the Federal Government is liable. 

Then in regard to the pilots, the Welland Canal, of course, is different 
from the Panama Canal. The skippers there go through once a week; 
and very few skippers would go through once a month in the Panama 
Canal. The captain of the ships take their ships through the Welland 
Canal. Over in the Suez Canal, the pilots association is there; and, 
of course, the companies that handle the ships are liable for any 
damages. And so they hire the pilot from a private association. 
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I don’t know whether that covers your question or not. As far 
as we know, there are no tolls on the Welland, the Soo, and we under- 
stand on other canals like the Erie Canal in New York State, there is 
no toll there. 

Mr. ALLEN. I was trying to get at whether we have a policy in 
making charges in the Panama Canal which are different from the 
charges in the Soo or any other canal that is used by foreign-flag 
ships but operated by the United States. 

Mr. Newman. | am not familiar with that. I know a man on my 
staff who could get that answer for you in the record. 

Mr. Auten. If you can do that, it will be appreciated. 

Mr. Newman. What was the question specifically, Mr. Chairman? 

Mr. ALLEN. Whether there was a policy with regard to the opera- 
tion of waterways with which the Panama Canal operation is con- 
sistent; if not, what the different policies with regard to the different 
waterways operated by the United States are. 

Mr. Newman. It is going to be a tough one. 

Mr. Eckert. We will do all we can, Mr. Chairman. 

Mr. AuLen. One other minor question has to do with the operation 
of the railroad—whether the operation is necessary or justified. 

Mr. Newman. We of the General Accounting Office are not rail- 
roadmen, but we just look at the figures and if it doesn’t look as if 
it is making a profit there, we try to get the company to give us a 
justification for cone it. 

The railroad, if all expenses were charged in, is definitely losing 
money. The Government has had a considerable problem. Frankly, 
what has caused the drop of revenue is largely the use of trucks on 
the Trans-Isthmian Highway. That is not only by the Panamanian 
trucking concerns, but also by the increase in tractors and trailers 
that the commissaries are using; and the Army has put in a number 
of tractors and trailers. 

The question arises: Are we going to bring the economy in the 
Canal Zone up to a level that we have here in the United States? I 
mean by that that the rs ailroad gage of the track equipment frankly 
can’t be sold to anybody in the world. We understand the gage of 
the tracks are wider than the standard gage; and there was one rail- 
road left someplace, I think in Canada where they did have an outlet 
for some of that old equipment. 

So it means that the railroad down there, if it were abandoned, it 
would probably have to be sold for more or less scrap. 

Our personal view on the matter is that we feel that trucks have 
replaced the railroad down there. They have more maneuverability, 
and you don’t have to get the trained engineers or the expensive 
equipment. 

I believe there were 2 or 3 diesel locomotives bought to the tune of 
half a million dollars. There are plans now made to buy 50 or a 
hundred boxcars for another half million; and I think we should put 
a roadblock until we decide what ultimately we are going to do with 
the railroad. 

For a period of time the Department of Defense objected to aban- 
doning the railroad. They thought it had some defense value. 

However, last December, in talking to the representatives in the 
Secretary of the Army’s Office—and I believe it has also been justified 
in the Appropriations Committee by representatives of the Army— 
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that the Army would not have any objection now to abandoning the 
railroad. 

Frankly, in my opinion, it is a good idea to get rid of the railroad 
and put inaroad. I believe the road would be entirely in the Canal 
Zone. The present Trans-Isthmian is for the most part in the Repub- 
lic of Panama, and I think the United States maintains it for $400,000 
a year. The Company does it for the Army. 

Mr. Auten. Well, I was somewhat impressed by the fact that the 
railroad operated somewhat differently from the railroads in the 
United States for hauls of that length. Most of the railroads here 
seemed to be going into the truck and trailer feeder system for 100 
miles; but none of them have developed a haul of 50 miles. 

Are there any other questions? 

Mr. Mumma. Too bad they didn’t figure on that before they bought 
the diesels. 

Mr. Newman. When Coleman Andrews went on the Board in 
March of 1952, one of the first questions he asked was, “‘Can’t we stop 
the purchase order for the half a million dollars’ worth of diesels?’’ 
It was too late. 

Mr. Auuven. I think you mentioned you had a staff of 16 or so 
men for 2 years 

Mr. Newman. Yes, sir. 

Mr. Auten. Was there any consensus of opinion expressed as to 
whether the conditions in the Canal Zone warranted the extra compen- 
sation that the Canal Company employees were getting? 

Mr. Newman. Mr. Chairman, | testified, I think, the vear before 
last, and I was asked a specific question as to whether the differential- 
should we cut the differential—and my answer is the same now as 
it was then—no. I think that the differential is needed. 

There are quite a few people—I have met a number of them—who 
like to live in the Tropics. 1, for one, couldn’t; and my wife couldn’t; 
and if you gave me 100 percent differential, | would not go. 

It is the type of individual. If he gets down there and likes the 
tropical climate, they are willing to stay there. But my own personal 
opinion is that the differential is needed to get them. But I agree 
exactly with what Mr. Eckert said with regard to the fringe benefits; 
and I don’t think any employee would object to it. He would like 
to have securitv; he would like to know that next month whatever 
the price is in the District of Columbia, he is going to pay the same, 
and he can make his plans 

Mr. Atuen. Do you have anything, Mr. Zincke? 

Mr. Zincke. Yes, sir. In connection with H. R. 7334, a bill to 
authorize certain property transactions in Cocoli, C. Z., have you any 
comment to make with respect to that transaction in the light of the 
present housing program by the Panama Canal Company? 

Mr. Newman. Yes, I would like to give you some information. It 
is just of general interest to you gentlemen, but it has a bearing on 
some of the things which Mrs. Sullivan and Mr. Mumma and the 
chairman have brought out 

Effective January 1, 1952, some 380 family units and unit facilities 
were leased to the Navy. ‘Those were located in the town of Cocoli. 
The town of Cocoli, if I can rely on my memory, was built during the 
Third Locks project of 1940 or so. 
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General Newcomber, the former Governor, wanted new housing. 
I would not say they were temporary units but will still be standing 
when I am 6 feet under the sod, because their maintenance in the past 
years has been very good. 

These properties were leased to the Navy without charge, except 
for electric current and water charges. On December 31, 1951, the 
net book value of the buildings was $1,200,000. The gross value was 
$1,800,000. 

At the time the properties were leased by the Corporation, the 
leasing arrangement was not presented to the Board for approval or 
disapproval. At the time of the transfer to the corporation of all the 
properties from the old canal, in the reorganization of July 1, 1951, 
the former Governor set Cocoli on the books at no value. 

In other words, there was a reserve of $1,200,000 put on the proper- 
ties. At that time we criticized it because of the fact that the Company 
decided to go on with its housing construction program. 

As a result, they started to build at Summit, which is at least 10 
miles out on the road to Cristobal from Balboa. 

Now the Navy the other day, I think, estimated that the rentals on 
these quarters to be $50 a month. The annual rental would be in the 
neighborhood of $300,000. They said the maintenance cost was 
$125,000, which would leave an annual operating income which the 
Company has lost. 

Since January 1, 1952, to June 30, 1954, based on that, the Company 
has lost $437,500 of revenue. 

The next little subject has an important bearing on the Cocoli 
situation. There was an old quarantine area which was located at 
Fort Amador. Governor Newcomber tried to get it back from the 
Navy in September of 1942. The quarters were leased to the Navy 
free of rental for a term not to exceed 6 months after the termination 
of World War II. 

The canal organization has been unsuccessful in reacquiring the 
quarters for their use. In July of 1953, at a Board meeting, the 
Governor stated that if the quarantine quarters were returned, then 
che Company housing program would be reduced by an estimated 
saving of $720,000. I can’t give any further description of that. 
That is what appears in the corporation minutes. 

At the July 1953 Board meeting, the Board authorized the President 
to advise the Navy of the necessity of returning quarters, precluding 
transfer to the Navy except on a reimbursable basis. 

So we are back where we were before. Any time you want some- 
thing, you can’t get it. The reason the hospitals went through is 
because the Congress did it. We hope it will go through. But when 
the armed services wants something, that legislation gets on up and 
gets action. Here is the Company, the Board, the Governor, they 
have absolutely no means of getting that quarantine area back. It 
belongs to the Company, but they can’t get it back. 

The estimated net operating rental income for the past 2 years is 
$28,000. Surely, it is small, but it is still going on. From 1942 to 
date it is $164,000. It is transactions like that, gentlemen, that 
don’t deal at arm’s length, as long as we have the Army running the 
corporation such conditions will continue. 
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I can give you a quotation here which is absolutely true. 


There appears to be a strong tenden on tl part of the military activities in 
nal Zone to expand and ret all facilities that existed during the World 
War II ve < Sinee 1940 the canal organization transferred, without cost, 58 
pare r 36,000 acres or 56 square miles of land including structures and equip- 
nent to the armed ser\ $; O01 ! parcel of land of 99 acres, including 26 houses, 
Vi eement to p the Arr $300,000 has been returned to the canal 
orga : 
This is just a one-way track. Any time the Company wants 


something, it has an awful job trying to get land back, for its own 
housing 

Finally, Secretary Pace, of the Army, intervened because he was 
trying to get the Company on a businesslike basis and to get a business- 
like management. And it wasn’t until $240,000 of money had been 
wasted at Summit. I mean, it is of absolutely no value, that the 
company got some Army land at Corozal for new housing. 

Mr. Eckert. I think we ought to point out in connection with that 
bill, that the bill does provide for the adjustment of the value by 
decreasing the investment in the Canal Zone. The element that we 
speak about here is the transfer to the military at the time when the 
Canal Zone needed houses for its own people; and the transfer at no 
cost or with no return which, in effect, gave the Navy this complete 
area, and allowed the Navy to recoup rentals which properly could 
have been recovered by the Canal Zone Government and used as a 
reduction in cost of the operation of the Canal Zone. 

Mr. Zincxe. Did I understand you to say that the cost of this devel- 
opment had been written off by the Canal Zone? 

Mr. Newman. There is a reevaluation reserve of $1,200,000. The 
value of Cocoli on the books of the Company is at zero, however, the 
bill as proposed now would amend that to $1,200,000 just like a 
dividend or reduction of investment. But I wanted to bring that 
point in to show what goes on to hide the value of it. 

You know, a corporation has in its charter the language “useful 
value.’’ If it can be used by individual people and bring in these 
ts, I don’t see how you can say it is not useful. 

Mr. Zincke. Are either of you gentlemen familiar with the rent on 
that dey ‘lopm nt? 

Mr. Newman. In Cocoli? 

Mr. Zincke. Yes, sir. 

Mr. Newman. I am not at the moment, but if you want the current 
rent schedule, you can have it inside of 24 hours. 

Mr. Zincke. You refer in your 1952 report—I am talking about 
this particular point—you refer on page 15 to the situation—14 and 
15—you say: 

The buildings have been completed bv the Navy and are not rented by the 


emplovees at ren 
] 


als comparable to those charged by the Company for sim- 
This stat2ment was made in response to a question by Mrs. Sullivan 
that the rentals presently are comparable to rentals charged by the 
Canal Zone. But isn’t it a fact that there is an increase in the Canal 
Zone rentals, and no similar increase in these naval rentals? 
Mr. Newman. We will check and let you know exactly the dates 
that rental increases went through by the Army; and you have the 
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dates that the rental increases went through for the company; and 
we will get comparable units. 

Mr. Zincxe. Thank you, sir. 

Mr. Newman. We will be glad to furnish that. 

Mr. Zincke. Now, with respect to the operation of the steamship 
line, your report indicated—I believe it was the 1952 audit—that 2 
vessels be operated i n place of the present 6. Now, have you any 
further comment to ce on that point? 

Mr. Newman. Well, we stick by the contention that that is prob- 
ably the least that could be done—to have the 2 vessels instead of 3. 
To give you some statistical figures here, only about 58 percent of the 
passenger capacity was used during 1953—that is on the vessels. The 
cargo capacity is never fully used, particularly on the northbound 
runs; northbound cargoes in 1953 ranged from 160 to 1,462 tons. 

Now, I believe the revenue tons for the ships are 5,000. So you 
see it is a very small percentage. We have estimated savings in oper- 
ating expenses if one vessel were disposed of of half a million dollars. 

As I understand from the Grace Line and United Fruit, when they 
pull into port, it may be 10 o’clock in the morning or 10 o’clock at 
night. They pay overtime and get the ship back to sea again rather 
than laying over, as the Panama line does, 5% days in berth in New 
York, and 3% in Cristobal. Salaries still have to go on for the crew. 
That is salaries alone. That has nothing to do with the full costs. 

The other two ships would have to speed up and make more trips, 
of course. Now, on free passes, in 1953 it cost the Government 
$64,000. This includes some costs of transporting employees of other 
Government agencies up to October 1, 1952. 

The policy of free passes to a great extent has been corrected. 

In addition to free passage to officers and members of the board and 
the company, the following persons are entitled to free passage under 
the company’s tariff: Members of Congress, commanding generals 
of the Caribbean Command; Commandant of 15th Naval District; 
Ambassador of the United States to Panama; families of directors of 
Panama Canal Company; and former vice presidents get lifetime free 
passage. That is Mr. Pfizer. He has done a marvelous job in my 
opinion of operating the Panama Line. And Mr. Ross Bottom, for 
him. I never knew the gentlemen, but he still lives around the office. 
Both of those gentlemen receive lifetime passes, which we can’t concur 
with because of policy. 

Summarizing the answer up, we still think they ought to get rid of 
one ship; we still think they should consider using the Port of New 
Orleans as a base in the United States; there are less miles to New 
Orleans than to New York, and operate on a quicker turnaround basis; 
and that about sums it up. 

[ have one more pant If you look at the budget, you will see 
that the steamship line broke even, miraculously, no profit, no loss. 
Actually, what he appene «i was that the company’s financial statement 
in the budget of 1955 shows the line as having operated on a break- 
even basis through 1953 by transferring the net operating losses to 
other activities. 

There is no justification from the standpoint of sound accounting 
or financial reporting for this action. 
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The railroad was handled the same way. The operating loss was 
taken, then allocated to the profitable activities. 

Mr. Zincke. Now, in connection with the discussion of the Booz- 
Allen-Hamilton report, are there available any similar studies with 
respect to operations of private companies of the world, or at least 
in American possessions or Territories? 

Mr. Newman. There has been a study made. This study is dated 
November 1952, and made bv the Bureau of the Budget, the Civil 
Service Commission, the Department of State, and the Department of 
Defense. It was a joint study of overseas personnel and pay prac- 
tices of 16 private companies 

The title of the report is “Study of Overseas Personnel and Pay 
Practices of 16 Private Firms.” 

That study, | understand, was necessary before President Eisen- 
hower went ahead on some proposed legislation to have some sort of 
information in regard to handling United States employees all over 
the world It took such things as the question of free transportation, 
the amount of leave, home leave, sick leave, and cost of living differ- 
entials, as well as incentive differentials 

If | may summarize for a second—it is quite extensive, and frankly 
it covers questions that Il never thought of But it is rather com- 
plete [t is interesting to note that the ratio of personnel now, in 
the Canal Zone, we have 25 percent of the personnel as United States- 
rate employees, and 75 percent 1s local labor. The private firms, 
these 16 large companies and, bv the wav, there are air lines, rubber 
manufacturers, electrical plant manufacturers, synthetic, chemicals, 
petroleums, oil, a itomobile manuiacturers, so it 1s quite extensive. 

In fact, one of the operators has 80,000 emplovees all over the 
world 

Mr. Mumma. Did you say bananas? 

Mr. Newman. No bananas. Now, in these private firms, the 
United States citizens on their rolls—one had a maximum of 5 per- 
cent The rest of them run to less than 1 percent, and 95 percent 
local labor wherever they operate. Occupational categories: private 
firms generally in the executive and managerial level, who are engi- 
neers, field or technical experts, are United States citizens. 

In the canal organization, they have executive, managerial, admin- 
istrative, clerical, physical, and unskilled crafts in the operational 
activities. That is for the United States citizens. 

Private firms employ local help in almost every category or position, 
including top executive positions 

Canal organization, generally the local labor is in semiskilled and 
minor clerical positions 

In regard to differentials, United States citizens in the canal organi- 
zation get 25 percent differential for many years without change. 

In private firms, the extent of allowances and differentials are gen- 
erally based on a comparison with living costs in the United States, 
and the basis is (1) extensive questionnaires completed by the over- 
seas office manager: (2) cost of living data compiled bv the Bureau of 
Labor Statistics; and (3) cost of living indexes for overseas areas com- 
piled by the State Department. 

So, gentlemen, even our largest corporations in the United States 
£o back to the Federal Government to use the indexes of the Depart- 


pe 
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ment of Labor in those areas where they operate in foreign countries, 
or the State Department indexes 

Mr. Zincke. That ts all 

Mr. Auten. Well, thank vou very much for the help you have 
civen us. ] would appreciat« the supplying of the data we have 
asked for 

Mr. Eckert. We are happy to do that It has been a real pleasure 
to come up and clve some of our findine's with respect to the canal 

Mr. Newman. Mr. Chairman, I have one more document which 
we hs ve 

Frankly, it is very informative Governor S¢ vbold mentioned 
about the Panama Canal Company being operated as a private com- 
pany. Now what we have done in this document, which we could 
leave with you, 18 we have given you the regulations and laws that 
affect the operation of the Panama Canal Company, and gives you 
a compari on with A private company, with ui private capital And 
so you see the latitude is quite different 

Mr. ALLEN. Well, the document may be incorporated into the ree- 
ord at this point 
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Comparison of powers! of Panama Canal Company board and management with a 
private corporation—Continued 
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(The following letter from Mr. Whitman was furnished for insertion.) 


PANAMA CANAL COMPANY, 
Washingtcn 25, D. C., June 17, 1954. 
Hon. Joun J. ALLEN, Jr., 
Ci n. Panama Canal Subcommittee, 
nmittee on Merchant M ie and Fisheries, 
House of Re presentat 


Dear Mr. ALL! 


Cor 


Panama Canal Company and 





Canal Zone government hs en engaged in a continuing program to eliminate 
unnecessary duplicati wn organization as well as be- 
twee } vo agenci 1ents in the Canal Zone. The 
followi indicates tl 16 separate areas which have 
be lied v a vit innecessary duplication actually 
does « nd if so, } 

1. Retail food stores —The Panams ans ‘ompany has closed stores at Mad- 
den Dar Red Tank, and Curundu. The Army has closed the sales store at 
Fort Shermar Differences in the cost accounting and pricing policies of the 


Panama Canal Company and armed services appear to preclude further consolida- 
tion of military and Panama Canal Company commissaries at this time. 


2. Bal § The Army bakery at Fort Gulick has been closed and the closing 
of an additional Army bakery at Corozal is under consideration. 

3. Laundries No unnecessary duplication has been found to exist in this 
area 

1. School buses \n increase in student population has made it impossible to 


} } ] 


buses operated by the Canal Zone 
an exchange agreement with the armed services for the use 
area is still under study 

Functions Appropriation Act, 1955, as passed by the 
closing of the Army hospital at Fort Clayton and the 


proceed with the plan to eliminate two sc 
Government thr | 










f thoir } 


Senate would require 





Colén Hospital operat the Canal Zone government It would also provide 
for the transfer of the Coco Solo Hospital from the Navy to the Canal Zone 
government As a result of these actions the Canal Zone government would 
operate one hospital on the Pacific side of the ist] nd one hospital on the 


Atlantic side 
6. Cold storage plants 
ment with the Army to le: 


a Canal Company has entered into an agree- 
f the Army cold storage plant at Corozal. 
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This arrangement will make unnecessary the rehabilitation of the Company’s cold 
storage plant at Mount Hope. 


7. Food inspection activities—No unnecessary duplication has been found in 
these activities. 


8. Storage of common use items It does not appear that consolidation would 
produce further savings in this area. 
9. Motor vehicle maintenance and repair It is considered that more potential 


savings may be obtained by consolidating all types of repair within individual 
agencies than by attempting a partial consolidation as between the Panama Canal 
Company and the armed services, although the latter possibility has not been 
discarded. The Panama Canal Company is centralizing maintenance and repair 
of motor vehicles, heavy construction equipment, and materials handling equip- 
ment in its Motor Transportation Division shops 

10. Motor vehicle pools —The Panama Canal Company vehicle pools at Pedro 
Miguel and (¢ 

11. Bulk petroleum storage and handling—The Panama Canal Company has 
entered into agreement with the Navy under which the Navy supplies fuel oil to 





atun have been closed 





all units of the Company and Canal Zone government Che Panama Canal Com 
pany storage tanks formerly used for fuel and diesel oil will be offered for rent 
to commercial users. The Company is hanc ling motor gasoline for all agencies 
in the Canal Zone, and all avaiation gasoline is handled by the Air Force 

12. Cimlian personnel.—The Panama Canal Company maintains a Central 
Labor Office through which .1l non-United States citizen employees are obtained 
for the military departments as well as the Company-government No further 
consolidation of personne! offices is feasible at this time 

13. Fire stations and equipment.—The Canal Zone government is prepared to 
assume responsibility for all fire fighting subject to appropriate distribution of 
costs between agencies A survey of the fire fighting facilities in the Canal Zone 





has been made by the National Board of Fire Underwriters with a view to deter- 


mining the best method for consolidation of these facilities 

14. Steamships.—The Panama Canal Company has conducted negotiations 
with the Military Sea Transport Service with a view to greater utilization of the 
cargo-carrying capacity of the Panama Line by MSTS 

15. Ship repair and small-boat maintenance The Army has reported the 
inactivation of the 370th Engineer Amphibious Support Regiment and that it is 
planned to inactivate the boat-repair facilities at Fort Davis. 

16. Operation of docks and piers.—Negotiations are in progress to obtain the 
maximum use of Panama Canal Company docks and piers by the military depart- 
ments. 

17. Small boats and harbor craft.—Since Decemb«e r 1952 the armed services 
have disposed of or initiated disposal of 75 small boats and harbor craft, and the 
Panama Canal Company has initiated disposal of 4 such vessels and has dis- 
continued the use of 2 launches pending study of possible disposal. 

18. Construction and equipment of boats —No unjustifiable duplication has 
been found to exist in this area. 

19. Processed construction materials —The Panama Canal Company has closed 
a@ gravel plant at Gamboa and a concrete products plant at Mount Hope. It is 
understood that the Army has plans under which it may be possible to close a 
quarry, a batching plant, and a concrete products plant. 

20. Construction and maintenance inspections.—No unjustifiable duplication 
has been found to exist in this area, 

21. Printing facilities—The Air Force plant at Albrook Air Force Base has 
been reduced to a status of a reproduction facility, and the Army has under 
consideration plans for possible further consolidation. 

22. Field depot maintenance of office machines.—Consolidations are not feasible 
in this area because of the peculiar requirements of each agency and the absence 
of standardization of equipment. 

23. Photographic activities—Consolidation of photographic activities has been 
effected within the armed services. 

24. Maintenance and repair of heavy construction equipment.—Consolidation be- 
tween the armed services and the Panama Canal Company is not regarded as 
feasible. The Panama Canal Company has closed repair facilities at Gamboa 
and is centralizing the maintenance and ri pair of motorized construction equip- 
ment and motor vehicles in the Motor Transportation Division shops. 

25. Installation, construction, family housing. \ joint board composed of repre- 
sentatives of the armed services and of the Panama Canal Company has been 
established for coordinating and monitoring the joint construction and use of 
facilities. 
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The Army has reported that study of this subject reveals 
lling fa Phe epartme of Defense has found no 
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Canal Company and Canal Zone Government are reviewed 


and acted upon by 
the Office of the Secretarv of the Army « 


mn behalf of the Canal agencies and 
also on behalf of the De partment of Defense 


Sincerely yours, 


W. M. Wurman, Seer 


Mr. Auten. The committee will recess subject to the call of the 
Chair. 

(Whereupon, at 12:10 p. m., the committee was recessed subject to 
the call of the Chair.) 








OPERATIONS OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


TUESDAY, JULY 6, 1954 


House or REPRESENTATIVES, 
CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
SUBCOMMITTEE No. 3, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in room 219, 
Old House Office Building, Hon. John J. Allen, Jr., of California, 
presiding. 

Mr. ALLEN. The committee will come to order, and will resume 
hearings with reference to the Panama Canal. 

Tho first witness this morning is Mr. Howard E. Munro, legislative 
representative of the Central Labor Union and Metal Trades Council, 
AFL, of the Panama Canal Zone. 


STATEMENT OF HOWARD E. MUNRO, LEGISLATIVE REPRESENTA- 
TIVE, THE CENTRAL LABOR UNION AND METAL TRADES COUN- 
CIL, A. F. OF I., OF THE PANAMA CANAL ZONE 


Mr. Atuen. Mr. Munro, would you identify yourself for the record, 
and proceed with your statement, which we shall be pleased to hear. 

Mr. Munro. Mr. Chairman and members of the committee, I 
am Howard E. Munro, legislative representative of the Canal Zone 
Central Labor Union and Metal Trades Council. I am an employee 
of the Panama Canal Company, and have lived on the Canal Zone 
since May 1943. At present, I am on leave without pay from the 
Panama Canal Company. 

The « rvanizations which I r present are the central bodies of 26 
unions affiliated with the American Federation of Labor. The mem- 
bership of these unions are the United States citizens en ploved by the 
United States to operate, maintain, and protect the Panama Canal. 
[ have with me, today, Mr. Thomas G. Walters, operation director of 
the Gove nment Employees Co incil, AFL; Mr. George Ril Vs meml er 
of the national legislative committee of the A. F. of L.; and Mr. John 
A. MeCart, legislative representative of the American Federation of 
Government Employees will be here. 

[ have a prepared statement, which I would like to have inserted in 
the record, at this point, as a whole; and, with your permission, | 
would like to comment on it. 

Mr. Auten. The prepared statement may be inserted in the record 
at this point. 

(The statement referred to is as follows:) 
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S 1 Howarp E. Munro, LEGISLATIVE REPRESENTATIVE, THE CENTRAL 
O ON AND MEt1 PrRapEs CounciL, AFL, or THE PANAMA CANAL 


an and member ft mmittee, my namé Howard EF. Munro 
l t ative represent ( f the Canal Zone Central Labor Union and 











Metal Trades Counci m a mplovee of t Canal Company and 
ve ( Cana M 1943 am on leave without 
pa Pana 1 Canal ¢ pa 
I wnizatior hich I represe the central bodice yf 26 unions affiliated 
American Federation of Labor. The membership of these unions are 
| ed States citizens em; ed by the United States to operate, maintain, 
4 e Pa i Cana 
| to tha the committee for their interest in the Panama Canal affairs 
und their er he employees’ problems and with their causes. 
Under date of January 14, 1954, } etter to the chairman of this subcommittee, 
I called attention to amendment 23 in House Report 889 of this Congress This 
amendment, among other things, agreed to the need for a comprehensive study of 
the comp ati paid workers in t Canal Z as contemplated in Senate 
Report 456 of the pre Conegre l a alled attention to the fact that the 
iv was compl ted and copir sent tl committee for appropriate action 
It is mv understanding that in addition to this compensation st idy that certain 
par Ca 1 t ( l 1 l i hese ipjyects will 
ea ire bearing on the | | iscuss the wage study 
first, tl follow v rd ISsi ick as I believe will be subject to 
; rail itt 
I call to vour attention the committee’s unique position in the management of 
the Panama Canal In private industry, employee representatives sit down with 
nt and work out the problems Public Laws S808 of the 80th Congress 
1 841 of the Slilst Congress authorize the Panama Canal Company and the 
Canal Zone ¢ ernment hese | s, in coordination with the Canal Zone Code, 


set forth the duties and responsibilities of the Governor of the Canal Zone and the 


However, in the last few vears, committees of Congress, 











the Bureau of the Budget. and the General Accounting Office have endeavored to 
1 \ ese duties and responsibilities and operate certain sections of the 

ympatl HDusines either by Lv regulatl s, or rec mmendations There has 
been no coordination of effort by these agencies, with the result that the employee 
‘ tT Het Cl S ] 

Because of the ma ncies involved in trying to operate the Panama Canal, 
the employees are ur » sit down and work out their problems with any one 
unit Therefore, | am presenting Our case to you 1n much the same manner as 
any employee group presents its problems to the management of a private com- 
pany Many of our problems are management problems, but, when we try to 
iron out ir difficulties, 1ama Canal Company management counters they 
have to do this or that son else says it has to be done that way 
I will try to present our case in a concise manner and not bore you with apparent 
petty conditions Should some of these con litions seem petty, I ask of you to 
col ler the effect of the accumulation of these conditions on the overall employ- 
ment of a United States citizen in a foreign tropical country 


I call vour attention to the statement made by Congressman Weichel before this 
committee, on page 101 of the hearings on H. R. 8677, which became Public Law 
$41 of the 8lst Congress 

Mr. Weicuet. Well, when that time comes, if it is found less advantageous to 
be down there than it is to be up here, they probably will do something about it.’ 

This time has passed and prompt action will have to be taken to salvage any 
semblance of an efficient working United States citizen organization on the Canal 

I would like to comment first on the wage study made by the management con- 
sultant firm of Booz-Alien & Hamiltor This firm is a Chicago firm with offices in 
Washington, New York, San Francisco, Philadelphia, Cleveland, Detroit, Min- 
neapolis, and Los Angeles. They have made reports for the Treasury Department, 
Departments of Defense, Army, Navy, Air Force, Interior, Veterans’ Adminis- 


tration, and the Civil Aeronautics Board 






COMPENSATION 


The study states on page ii: ‘‘The recommendations of this report deal with 
extra compensation only. By agreement prior to contracting, it is assumed for 
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purposes of this study that the company’s policy of keeping base pay of zone jobs 
in line with pay for the same or similar jobs in the States is being effectively 
implemented and is resulting in a sound structure of base wages and salaries.’ 

The Senate report No. 456) which directed this study be made states “It seems 
appropriate therefore that a comprehensive study be made of the compensation 
paid workers in the Canal Zone. This study should also inelude all so-called 
fringe benefits.” 

I wish to point out that the agreement made to limit the studv to extra compen 
sation was not made with the knowledge of the employee representatives Had we 
known such an agreement was reached, we would have insisted that consideratior 
be given to certain facts which are believed to have a very important bearing o1 
compensation We maintain that if the base is unknown or misunderstood 
percentage differential is meaningless 


a 

So that you may visualize the relative size and number of groups of employees 
we are discussing, I submit as exhibit I a summary of the number of full-time 
United States citizen employees by methods of compensation 


CLASSIFICATION ACT GROI 


e Classifica 
tion Act of 1949, as amended, by Public Law 429, 8ist Congress, section 202 (20 
The name Panama Railroad Company has been renamed P: 
by Publie Law 841, 8lst Congress, section 2 (2 


All employees of the Panama Canal Company are exempt from tl 


Certain employees of the Canal Zone Government are under the Classificatior 
Act of 1949, as amended (see exhibit I] 
Article V, section 8, of the Panama Canal Company bvlaws authorizes tl 


1 
president of the ¢ ompan\ under certain conditions, to fix the compensation at d 
prescribe the conditions of employment similar to regulations which apply to em 
plovees of the Canal Zone Government Therefore, the general schedule and 
CPC schedule is administratively set as the base for this group. The breakdown 
as of March 9, 1954, follows: 
\ t f ee 
( ur G ent il 

as 483 1 AN 
CPC ’ 0 

Tota l 2 184 1, G5t 


Over the years complaints have been heard that GS positions have been down- 
graded so that a position comparable to one in the States would receive a similar 
rate of pay instead of 25 percent more Several years ago the Company inaugu 
rated a reclassification program and these complaints have been minimized. 

Panamanian citizens can take civil-service examinations and receive appoint 
ment to these positions. As of March 9, 1954, 83 aliens holding such positions, 
are not ineluded in the above figures. 


ADMINISTRATIVE GROUP 


The administrative group is divided into 5 subgroups composed of 752 em- 
ployees during the school year. 

Police, teachers, and fire fighters subgroups 

The employees of these 3 groups receive their salary based on the compensa- 
tion paid similar employees in the District of Columbia, by Public Law 207, 
82d Congress, section 1 (ce). 

The police and fire fighter employees have been caught between overtime and 
night differential compensation paid District employees by law and the Federal 
Pay Act of 1945. Basically, Public Law 207, 82d Congress, is a base pay bill, 
allowing no extra compensation for overtime and night differential. The Court 
of Claims has ruled the police and fire fighters are included under the Federal 
Pay Act of 1945 which allows extra compensation for overtime and night differ- 
ential. The Canal Zone Government has ruled they can’t pay the rates estab- 
lished by Public Law 207 and premium compensation authorized by the Federal 
Pay Act of 1945. 


48155—_5i——_10 
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They have, therefore, applied an old formula (based on District of Columbia 
procedure prior to Public Law 207) to reduce the rates established by Public 
Law 207 and applied the Federal Pay Act of 1945. 

Postal s ibgroup 

Section 22 of Public Law 204, 82d Congress authorized the Governor of the 
Canel Zone to compensate the Canal Zone postal employees with similar salaries 
as paid in the field service of the Post Office Department. 

The overtime compensation for field-service employees of the Post Office 
Department differs from that for Federal employees under the Federal Employees 
Pay Act of 1945. The Canel Zone government uses the overtime provisions of 
the Federel Employees Pay Act of 1945. This causes a difference in compensation 
between the Ceneal Zone postal employees and their counterparts in the field 
service in the Post Office Dep: rtment 





Pilots subcroup 

The basic pey schedules of pilots are administratively established. The com- 
pensstion schedules for positions of mester of vessels in the Military Sea Trans- 
portation Service of the Department of the Navy is used as a direct base. The 
resulting rates of con pensation for nct benefited by the addition 
fferentieal because the MSTS rates are based on worldwide service. 


these POSILLOI S are 


WAGE-BOARD GROUP 


The wege-board group is con posed of 1,308 emplovees as of March 9, 1954. 


t 
This group is divided into 5 subgroups to obtain the base for Canal Zone use. 
teviews are made semiar 1] keep the Canal Zone rate current. 
l 
Railroad subgrou} 


The operating railroad employees base is an administrative formula derived 





from the ICC form 300 monthly report This formula uses the yard engineer as 
a base t btain an hourly rate Railroad en ploye es in the United States have 
iny arbitraries which supplement their hourly wage Che Canal Zone railroad 
ees do not receive arbitraric 
Flo g equipment subgro 
I} wage board subgroup is based on United States Corps of Engineer averages 
i stive differences added or subtracted to obtain the Canal Zone 
; esponsibilities di twee United States ( ps of Ingineer 
P 
t urd t ip based o 1 rage i Vederal power 
rs \ A ( ling Bureau o 
R ind B e P r Admit rati | s a relatively new 
‘‘ ( hoard rmula 1 has recently been revised 
( rin « 1 
P 
' t} | e ( nt P ¢ Office 
l 1 St group recei 
i 1 ( P ! ) H ( ney 
( r lon ’ ( j GPO 
{ 0 i ) 
| bet an avera ri e nava ipvards to obtain the 
( Zon ich craft com 1 separ: The nine vards used 
B \I: ( tor >, % Li Beacl ( f Mare Island, Calif., 
Yor N. Y., Philad hia, P Port uth, N. H., Portsmouth, Va., and 
I Ss Was! 
| 1 a ' f work, while Canal Zone employees 
I ) t rT A study ng Department of Defense 





appreciable amount of 








‘ nt d of y 3 1} maintenance electricians. 
$ ) le higher, the maintenance- 
in on the « , mst the correct base 
III, a eompa f rates of certain standard craft positions in 
areas, i idy indicating the various approaches to an area wage. 
] \ e area Ne York, Philadelphia, San Fra co, and Los Angeles 
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I call attention to these points which can be seen readily from this exhibit. 

With the exception of the New York area, the naval shipyard rate is less than the 
Bureau of Labor Statistics maintenance rates. This indicates that wage averages 
depend on who does the averaging. By averaging the union and nonunion mainte- 
nance rate, a lower rate is obtained. In most cases, this is reduced lower by the 
Department of Navy averaging method 

Let’s look at how the Canal Zone employee’s wages compares with the home 
area of the membership of this committee. 

Exhibit IV is a Department of Labor analysis of unemployment in 6 selected 
areas; | area has a moderate labor surplus, less than 7 percent; 3 areas have a slight 
labor surplus, less than 5 percent; while the remaining 2 have a tight or balanced 
labor supply, less than 3 percent. 

This, in our opinion, indicates that a satisfactory recruitment increment must 
be offered to entice an employee to leave these areas for overseas duty and a 
satisfactory increment must be given them to keep them overseas. The Booz, 
Allen & Hamilton report states on page 66 that, ‘“‘the employers who pay extra 
compensation which provides a net earning advantage of 47 percent to 74 percent 
have been successful in holding their overseas employees. Those who pay much 
less have been commensurately less suecessful.’’ 

Exhibit V is the Navy Department wage areas for the data which will follow 
This material was verified by letter of April 26, 1954, with the Office of Industrial 
Relations, Department of Navy. 

The following comparison of the benchmark trades indicates what your constit- 
uents are paid by the Navy Department in your districts and what the Panama 
Canal Company offers them to go to the Canal Zone. 


I € 
Area tep rat d \ 1 
cre t 
S I B $2 
VI I ir I 2 
New York 2 28 8 
Al m Ba t 2 4 
Or rex 2 2 
‘ T NI > 
Ca Lom 2. OY 
1 bint ' oe uld have a hard time recruiting 
it 1s our oT KK that the mpany woul nave a ha im rec lifting v« 
constituent for Canal Zone service and would fail to keep them if the ere 
iccessful 1 etti them to go to the Canal Zone, except possibly from 
Mechanicsburg, Pa., area. I base this statement on the opinion tha 25 
ner ‘ 3 ied f the n l trade g i j + } 
it 1 ul increme! ( 1 greate ferential must be paid 
( ’ 
By ing t é ame 6 Navv ID urtme?! area i the press Panar ( 1] 
formula for « Dl i ! f 25 ( ( 1 vV« ¢ \ ld ‘ 
Pa ( i] I oul rate S2Z.55 Whi it rn 
$0.1 In parisor { t ’ 
( ntia ut) 1 12ed 
Iw t r i n the ( 25 ent ¢ ] 
V es e ( ul Z e wa ( t fror j r t In 1951 ‘ 
t ( j e to t ( Zone for tt f time VW ‘ 
that ail G ( ent e1 i me ~ t I \ 1 ke t show 4 to 
what ¢ ( the l Inco! ta iffected e 25 perc 
Che folk figures are | ‘don the ¢ ent nay 1 rates of pay t 1 
t obta the Pa ima Cal 1 | I nie ls ised « fami of 4 
usl! he 1953 income tax 1 
H I ‘ N 
‘ LX 
Navy vard ave ) $4 472 (v $36] $4,111.00 19 
Canal n 69 2 85,12 5 0.08 
The 1 ef of paying income tax on the differential reduces it 3 percent when 
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BOOZ, ALLEN & HAMILTON REPORT CHAPTER I 


Chis chapter deals with the problem of whether Canal Zone employees should 
get extra compensation, and if so, how much 

he report states the fundamental answers to these questions are simple and I 
quote fro the report, page 1: ‘“The zone worker should be paid more than the 
stateside worker if requirements and conditions of work in the zone place him in a 
positio d and get mor 
He should be paid whatever it take: to keep his total compensation realistically 
in line with the going price for his work in foreign markets having conditions similar 
to those in the Canal Zone 

The report further states: ‘In those elements, the problem of extra compensation 








for Unijgd States employees in the zone is identical with any other compensation 
T 
i 


problem ts solution can best be found, not through argument, opinion, or 


fiscal and accounting theory but through careful application of sound, well- 
esta hed principles of wage and salary administration.”’ 

We maintain this has not been don Primarily because the responsibility has 
been assigned to the Governor of the Canal Zone and the Panama Canal Company 
Board of Directors, but they have been unable to follow the dictates of a sound 

ft } ; f r 


principle of wage and salary administration because of interference from law, 











rules, and regulations from other Federal cies and so-called accounting 
pri ple We are not critical of the law nor deral agency involved because 
we understand the problems involved. In fai » those who make and approve 
the laws, rules, and regulations I want to state we believe they do so because of 
the lack of understanding of the overall problem The pri cause being lack 
or cooraimatiol petweel tne many agencies, bureaus, isions, or sections 

volved I know of no other group of Federal employees who work and live 

ler conditions s lar to those found on the Canal Zone. In your deliberations 
of the Canal Zone issue, I sincerely hope you will keep in mind the position the 
I nited states citizens Oo! the ZONE nt i themselves, namely 

1. The ¢ not a Territory 

2. The (¢ is not & possessior 

3. The ¢ not a foreign co ry 

1. The ( s not a military reservatior However, there are military 


reservations within the Canal Zone which are off limits to certain United States 


There are seven groups of United States citizens employed on the Canal 
Zone, each group having t applicable to others. These 
employees can be grouped 
a) Employees of the Canal Zone Government and the Panama Canal 
Company. 
Civilian employees of the Department of Defense agencies. 
Civilian employees of other Federal agencies 
d) Military personnel 
Civilian employees of Federal agencies working in the Republic of 
Panama and living either in the Republic or the Canal Zone 
United States citizens employed by banks, shipping companies, and 
oil companies in the Canal Zone 
g) United States citizens employed in the Republic of Panama 
6. The conflict of interest between shipping by water, rail, and air. 
The issue of national security versus a commercial enterprise. 
International relationships and world politic 
don’t pretend to know all the angles, nor do I expect your committee to have 
the patience of Job and the wisdom of Solomon. I don’t envy your task in solving 
this complex problem 
The remainder of the chapter deals with (1) identifying and describing the 
requirements and conditions of work for which the employee should be com- 
pensated, and then ascertaining and evaluating the degree to which the work’s 
requirements and conditions differ from those of other work—in this case, the 
same or similar work in the States—and (2) pricing the evaluated work in the 
market place 
In describing the basis for pricing the job, the report states on page 5, and 
I quote: ‘“‘The exception would be the shop offering its workers some outstanding 
advantage which its competitors cannot match and which outweighs the dis- 
advantage of its low pay scale.” 
“Exceptions of that kind are few and far between these days, and the Panama 
Canal Company is not—on the evidence shown later in this report—one of them.”’ 


conditions no 


hese general groups 


— OO] 


ite 
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17 percent above Washi : 
go, but what does it mean? We maintain it means Washington’s July weather 


12 months per year, only less desirable 
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As exhibit VI we have reproduced the Booz, Allen & Hamilton Exhibit I, 
Comparison of Temperature Variations, Canal Zone and Washington, D. C., 
because we believe it gives this picture for the Canal Zone: Washington’s most 
disagreeable weather all the time, except for 11 months each year, when it’s more 
lisagi eeable 

When we consider the weather, we should also consider what is being done to 





make concitions more comfortable 

In Washington, for example, many office buildings are air conditioned. This 
is not so in the Canal Zone. The question is raised ‘‘why’’? One reason is the 
buildings are not constructed for satisfactory air conditioning. Moisture and 
condensation is another problem. To combat moisture, rust and mold, the Canal 
Zone uses heat As those of you who visited the Zone know, the familiar dry 
closet is a necessity 

During hot weather in Washington, employees are excused from duty in nonair- 
conditioned buildings when the temperature reaches a certain point under certain 
conditions of relative humidity. This has never been considered on the Canal 
Zone 

The report mentions the adverse opinion given to Canal Zone weather by medical 
authorities. For a more complete discussion of this subject, we refer you to 
appendix A and B of my testimony before this committee during the hearings on 
H. R. 8677, 81st Congress, appearing on pages 96 through 101 of the printed 


hearings 


Isolation 
In discussing the isolation problem the report states “‘Many become resigned to 
their isolation, but the difficulty of the adjustment period shows up in the large 
number who leave zone employment after the initial 2-year contract period.” 
We maintain the theoretical 25 percent additional salary may lure many to the 
Canal Zone, but it will not keep them there. When an employee can project 
into the future and see that he will have sufficient funds for a satisfactory vacation 


at home at the end of 2 years, he will generally take a vacation and return to the 
Zone But as conditions are now, he has to borrow money to take his vacation, 
or not go home He takes the easier of the two courses open to him—resign and be 





to his home at Company-Government expense. 


returned 


In discussing this phase of the problem, let’s look at 





the Booz, Allen & Hamil- 
ton Exhibit VII. Of the 520 employees who voluntarily terminated in fiscal year 
1953, 98 had less than 1 year service and 114 had service between 1 and 2 years. 
The 98 had to pay all expenses created by their trip to the Canal Zone and return. 
The 114 had to pay all expenses created by their return trip. Only those with 2 
or more years service receive free transportation both ways 

We wish to call your attention to the fact that these voluntary terminated 








employees pay regular commercial fare if they travel by air or a minimum of $120 
per person each way if they use the Panama Line to New York, plus full com- 
mercial rates from New York to their homes We think it is significant that this 
many employees chose to pay this expense rather than work on the zone. This 
expense is estimated at between $2,200 and $2,500 

On page 13 the r port states Separation from new job opportuniti s is par- 
ticularly demoralizing. The worker in the States can, through his union, friends 
and other sources, ferret out a new job opportunity fairly readily The typical 


zone employee, as a practical matter, must quit his job, move his family and 
belongings back to the States, and then undertake a search for work which may 


tly and time-consuming 





is a good word, but let’s face facts. The Company-Government 
i I he zone except the 
Company-Government An employee can size up his future very fast. He 
knows to which position he can advance and knows the age of those holding the 
jobs above him It’s relatively easv to forecast his future Therefore, the pres- 
ent, as well as the future must be attractive to the better-skilled employee or he 
will not stay 





is small. There is no other job opportunity on t 





Confinement and reqaumentation 


The statement “Once a few ‘sights’ have been visited, there is practically no 





place to go * * *,”’ is only part of the story We believe ‘“‘And nobody to go 
with” should be added. In our opinion, one of the greatest aspects of confinement 
is our neighbors We all work for the same organization, buy from the same store, 
go to the same movie, belong to the same organizations and churches, and soon 
develop the same hobbies because of location limitations. Conversation and 
habits soon become uniform and monotonous 


tee ec SE 


ipl bs 


Mitsu... 
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We will comment later on the fact that the employee has no vote or voice in the 
local zone government and I am sure the members of this committee appreciate 
that they are our representatives in Congress even though we are not their con- 
stituents. 

We quote three paragraphs from page 15 of the report because they sum up an 
important issue: ‘‘To the employee, the company is at once employer, merchant 
and craftsman, landlord, doctor, postman, policeman and fireman, educator, owner 
and operator of public transportation and utilities and even garbage collector. wa 

‘“‘Whether it be the house he lives in, the doctor who treats him, or the brand of 
cigar he smokes, the employee takes what is offered unless he is willing and can 
afford to go to unusual lengths to do otherwise. 

“The housewife, for instance, cannot ‘shop around’ for savings or quality. 
Except for a few stores in Panama, which many cannot conveniently reach, she 
can buy only in company commissaries. Regulations forbid her trading in Armed 
Forces’ commissaries in the zone.”’ 

I have here sample cards, roughly 244 by 4 inches. They look like common 
cards, but they are not. I don’t believe any other United States citizen has such 
cards nor are any cards more important to the holder. 

Without this card, the employee on the zone cannot purchase anything in the 
commissaries, or service centers; be can’t go to the movies, nor can he buy gas for 
his car. In other words, without this card your money is useless in the Canal 
Zone. The checker at the cash register may call you by name, but will not start 
pricing your purchases until you show your card. This may sound petty and 
probably is compared to other issues before this committee, but I ask you to try 
it for awhile. Before you pay for any purchase, open your card case and look at a 
ecard. Before you make nany purchases you will see what Wwe mean. It’s under- 
standable that this system irks the average United States citizen. Why must we 
put up with such asystem? Weare told it is contraband control—only employees 
may purchase in the Canal Zone—protection for the merchants in the Republic of 
Panama. 

We wish to call your attention to the following paragraph on page 16: ‘“‘ Also 
by regulation—largely to avoid competition with Panamanian businessmen 
zone employees are forbidden to augment their incomes by doing odd jobs or car- 
rying on ‘side lines’ in their spare time.”’ 

What do you suppose would happen in a community in the United States if 
everyone was told they could not engage in any activity for gain except one 
position? That was what happened in the Canal Zone a couple of years ago 

A regulation was issued forbidding everyone from participating in any gainful 
occupation except their position with the Company-Government. 

This regulation put out of business the part-time insurance salesman, car sales- 
man, car repairman, radio repairman, refrigerator repairman, beautician, and 
others. We wish to point out that this was not done to increase the Company- 
Government business, but to satisfy Panamanian businessmen. 

The Company-Government always has and still continues to handle employee 
business when it does not interfere with Company-Government business. 

This also means the Company-Government salary is all the salary a United 
States citizen can earn on the Canal Zone. 

Community resources 

This statement found on page 17 of the report points up clearly the changing 
conditions on the zone: ‘‘Opinions differ sharply as between employees and ex- 
employees on the comparative Zone-States adequacy of other aspects of community 
resources. It seems that the longer a person has been away from the zone, the 
better conditions there look to him.’’ 

This statement in our opinion, points up the results of adverse conditions 
applied to employees lately. Let’s analyze this statement—the longer a person 
has been away from the zone, the better conditions there look to him—What is 
he comparing? He is comparing conditions on the zone years ago with present 
conditions in the United States. How can he compare present conditions on the 
zone with present conditions in the United States? He is no longer in the zone, 
so therefore does not know the present conditions. Many conditions become 
minor and are overlooked if they are financially compensated for; but when one 
loses this financial advartage the adverse conditions become a problem that the 
United States employee simply overcomes by returning to the United States. 
Also, let’s not lose sight of the fact that many of the privileges of the employee 
have been curtailed in the last 2 or 3 years. 
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further state When e1 cal analysis based on independent obser- 
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ent litera fall ay hye } eves [ am speaking of rugs, overstuffed 
om led to r uin on the zone, he gradually purchased a better 
ypical furniture and established his home and castle on a tropical basis 
: } ent of fre f e was done for economy reasons. We main- 


at it did abolish the spending of monev by the Companv-Government for 


but was one of the contributing causes of the ( omy} anv-Government 
ore money for recruitment, transportation, and training of new em- 
While they saved pennies in one account, they spent dollars in another. 
econom\ No cor ijeration has been given to the k sses of the em- 


survey has bee ide on this subiect 


PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 149 


3. Recreation facilities—One of the basie conditions omitted from this section 
was the abolishment of the local playground director or coordinator. We want 
to call to your attention that the Canal Zone is divided into small communities. 
In the past each community had what was termed a ‘“‘play shed.”’ It was under 
the jurisdiction of a playground director. It was his responsibility to see that 
organized, supervised recreation was available for children and adults. He coop- 
erated with the director of other play sheds and activity was insured year round. 
Private industry operating in isolated areas has long ago learned the dollars-and- 
cents value of such programs. The zone economy experts had to cut somewhere. 
This is one place where the ax fell This resulted in loss of directors, curtail- 
ment or abolishment of play sheds, with its subsequent loss of recreation facili- 
ties. To be sure, they saved the directors’ salaries, but how about the cost of 
restless, dissatisfied employees? We have often suspected the attitude in such 
matters was “‘if it don’t show in my departme! t, let someone else worry about it.’’ 








1. Provision of perishable foods In our opinion, this section was skimmed over 
too lightly, probably through lack of knowledge on the subject as it states: 
Henee employees’ opinions on those topics were not polled—although many 


were caustically volunteered 


1 am sure the committee will agree with me when I say satisfactory food is an 


important part of a United States citizen’s life and in many cases the most 
Important. 
Ever eat a soggv cookie—cracker or b kfast cereal? On the zone vou do or 





do without While it’s true spoiled merchandise is returnable, what good is it 
if you are ready to sit down to eat and find out it’s spoiled? Also the cost of all 
spoilage finds its way back in marl ip 











Let me impress upon the committee that the Canal Zone residents have but 
two choices in every issue. it’ Imply Lake If or leave it. 

If you don’t like the meat, groceries, or produce offered, that’s the only choice 
you have You can’t shop across the treet or around the corner. 

The report admits waste and spoilage are high, yet we failed to find credit for 
foods thrown out in the computatior f cost of living. As an example: An item 
costs 20 cents in the States and 20 cents in the zone In the States you eat all 
of the item, while in the zone one-quarter or one-third is away because of 
mold. Even though the item costs the same in both we maintain tl 
cost in the Canal Zone is higher because you only use two-thirds or three-quarters 
of the item purchased 


I 
hese inconveniences seem petty, and individually probably are, but let me tell 


you that when compounded by all other so-called inconveniences, they amount 
to a serious problem. 

5. Education.—We will summarize this section as: 

1. The average number of pupils per elementary school teacher substantially 
exceeds the generatliy accepted optimum nu nber 


9 


Zz. The elementary school at Balboa is expected to serve almost double the 
maximum number of children considered desirable for a single school. 
3. Elementary schools lack adequate playgrounds, gymnasiums and audi- 
toriums 

ft. The Balboa High School’s auditorium exists on paper only 

5. Physical education below high school is drastically l.mited in scope and 
effectiveness. In the original school setup, the play shed, mentioned before, 
helped fill this requirement. 

6. In the present school year, one-fourth of the teachers’ staff is new 


l 


Part 2. Hazards to health and well-being 


We want to emphasize this one paragraph under this section which could easily 
be overlooked or underestimated: “In addition there are, according to zone 
medical authorities, many cases of illness characterized by fever, malaise, and other 
symptoms, for which no definite cause can be discerned.” The adjective many 
is used In this statement. I wonder how many cases of such illness are not re- 
ported to medical authorities? Here again, we believe false economy is being 
practiced. Prior to a short time ago, when an employee contracted these ail- 
ments, he stopped off at the local dispensary and consulted his doctor. He re- 
ceived treatment and relief with a minimum loss of efficiency. Since the local 
dispensary has been curtailed and the employee has been charged for medical 
service, he does not go to the doctor. The result is he is ill longer, maybe not 
sick enough to stay home and lose time, but sick enough to affect his productivity, 
to become a safety hazard, and to become an irritable employee. The employee 
now does not go to the doctor until he considers himself sick enough for hospitali- 
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zation because that is where he usually winds up. We doubt if this phase of 





tropical living was considered by the Canal Zone authorities primarily because 
the effects of such illness do not st ow up In the accounting procedure, while the 
cost of the dispensary did Neither do we believe Congress gave sufficient weight 
t maditio vhen they sisted free medical service should be eliminated on 
the zone Unless one has lived in the zone and has first hand knowledge of these 
onditions, there is no way to get these facts except by investigation such as we 
are ow dis ssing 
| rep state Medical men agreed thet 2a several weeks’ vacation in the 
temp RES ew erv 2 nandatorv for zone emplovees.” We 
eres th the principle of tl taten but we must insist that the company- 
( ( pa S fFic salarv either in ¢ or lower cost-of-living, to be 
everal weeks everv 2 t debatable We, who lived in the zone and 
lee hort and long period ry te perat climate meintal it requires 5 or 6 
ve ! allv or ap xi af 3m { everv 2 vears to receive the necessarv 
ecmian of } : 
P ( 
eT L ‘ i ! nder t} ead g is ttle confusing to me, 
Ob be aq ( omist contrary to popular belief amon: ne emplovees, no 
reliab lication of a substantial difference in total cost of living between the 
Canal Zone and the States was found It is, however, true that the zone emplovee 
‘ ig some compensator iving onomies for his overseas service if his 
tal cost of living did not contain some b-connected expe which he would 
QS 
\I he « ees cell cost of | g is ( econo- 
I he em] ‘ he spe! mor In & satis- 
facto! lard of ng | e than | 1 iat at the 
1 the pay period, he |} le on left than } working 
State That’s what the employee calls the cost of living. Expenditure 
Dp d index f re re ( f g t era l-file workma 
Vi { he I tl ipport p ( whe it states 
I Ss appr | Y%.0 per t nigher 
as premi prices for ap} s and replace them oftener 
3. Change clothes oftener and wear them out faster. This perhaps needs 
plaining It must be understood that perspiration is always with you on the 
ne Shirts wks, underwear, et are not worn the second time without 
I believe it would be a correct statement to say we don’t wear out our 
clothe ish them to ] es 
1. Refrigerators need refinishing every 12 to 18 months. I would like to add 
washil! achines at this point, and point out that there is no trade-in allowance 
O1 i appian wher ou irchase new 
5. A tail pipe for an automobile in the zone is 97.6 percent of the cost in the 
State but is replaced about three times oftener In the minds of the employees, 
t pe costs about three times more in the zone than in the States because 
what he pavs for tail pipes The same is true in many instances—replace- 
! t be made oftener, part larly items made of rubber, pot metal, iron 
a, 
fi. The overall cost of food on the zone figures out at 98.6 percent of what it 
costs in the States, but a family in the zone spends more on food because of exces- 
Si t 1 
f the hvpothetical zone familv. weighted sample. and “average” zone 


family results in 3 figures being given—94.6 to 104.6 to 114.8 Also the statement, 
“Tn brief, cost of living on the [Isthmus ranges from 94.6 to 104.6 to 114.8 against 
a United States index of 100 according to how it is calculated, and exceptions have 
to be taken to each method of calculation because of the margin for error which 
each entails’’ may be a mathematical wav of figuring costs of living, but the 
emplovee has a better way and one which leaves little chance for error, which is: 
Do I hat anv monev in the bank at the « nd of the vear, and if so, how much? 


It’s the answer to this question which determines whether he stays on the zone or 

1. Connected cost of home ownership.—Much can be said about homeownership 
versus renting. We concur fully in the statement: ‘‘The typical zone employee 
would own a home if he were in the States. He is of the type and has the income 
todo so. A large part of the money he now spends for rent would then be buying 


him an equity in property 


a Y 


Git > ne: 
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We believe that under the present conditions afforded the home buyer today by 
insured low-cost financing, the question of buying versus renting can be decided 
much easier than formerly. When an employee is satisfied with his employment 
and the area in which it is located, he will buy. About the only time he will rent 
is when he is undecided about his employment and/or its location. We doubt that 
very few renters will now be found who intend to work and live in the same area 
for the next 20 or 30 vears. 





The ty pe of employee we feel is neces ary for the operation of the canal is one 
who will make it a career. This definitely places them in the buying group. The 
canal is not a ‘boomer’ oper 

2. The connected cost of vacat ons. We are of tne opinion the conne ected cost of 
about $285 per year is very low for extra vacation expense 

We wish to submit what we consider the absolute minimum fare from the zone 


to New York. 


tion with transit emplovees. 








Boat fare $40 $50 $55 
Family of 4 i x4 4 
160 1M) 220 

| is is 18 

( 0) 90 90 
I Q OX 28 


Here again we come to one of the main differences between stateside employ - 





ment and zone employment We realize this reasoning does not fit all cases, 
but we maintain it applies to a sufficient group to be given consideration. State- 
side vacations are usually taken at a point reasonably close to home, but away 
from family ties. The majority of zone employees go “home” for their stateside 
leave and very few li e in New York city where the nip lock Thi p g 


home to renew family ties adds considerably more to the expense than ji 
boat fare to Nev Y« rk. 

Another cost of acation which has been omitted is clothing The normal 
practice is to schedule leave for families during the summer school vacation period. 
In this case clothing is not so much an item as summer clothing can be worn in 








the States and in the zone. However, it is understandable that everyone can’t 
go to the States in the summer. Therefore, those who must go from fall to spring 
must have heavy clothing which is useless in the zone By taking vacations 
every 2 years, styles change, and clothing, particularly women’s clothing, is 
outmoded long before its useful life is reached. 





Another mistaken idea is that the zone leave expense is less because the em- 
ployee goes home and lives with his ki 
iver have guests visit you for a month, 2 months or 3 months? Even your 


own family wears out its welcome in that time 
3. The connected cost of college education for childrer Here again the estimated 
cost of colleze education is verv low. probablv because of lack of understanding 





of conditions. The report states: “This involy 2 items of connected cost: 2 
round trip fares. and in some cases. extra tuition.’’ These items are surface 
costs Let’s look at facts. In most cases, particularly in the working class, 


which zone employees are, the student finds empl yment during the summer 
vacation 4 Canal Zone student can’t do this if he wants to return home. There 
ficient employment in the zone for summer positions. Therefore, those 
who return home are idle all summer. They lose two things, experience and 
money; so in addition to the fare home, the lost income must be considered. 

We admit it’s true that some States families send their children to college on the 
opposite coast, incurring large travel expenses, but the majority are sent within 
a reasonable distance where they can return home for holidays and spring vaca- 
tions. he Canal Zone student can’t return home, so must stay at school which 
charges extra for room and board during this period. This extra cost must be 
considered. 

Exhibit VII compares the cost of tuition charged for residents and nonresidents 
This chart was printed on June 2, 1952, on page 6481 of the Congressional Record 
and indicates tuition for 1951-52. Ina good many instances the tuition has been 
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ncreased, but we believe the relationship between resident and nonresident tuition 





has not changed materially 
t. Summe of conclusior of this section is ideal and could be 
1 for private industry However, it can only be used as an example here 
because the civil-service standards and the Classification Act wage rates are used 
for Comy y-government so-called white-collar positions and stateside wage- 
board average ised for blue-collar positions as previously explained. 


CHAPTER III—APPRAISAL OF EXTRA COMPENSATION PAID CANAL ZONE EMPLOYEES 
TI ( pter is d led into three dings (1 iistory and status of extra 


| j ecigndiey Fv if ext é al m base pay a 1 differential We have 





i ered e method comput Canal Zone wages earlier in these hearings. 
complete stud rents was made by a tripart panel with 
eing | 1 November 7, 18, 19, and 20, 1952, in the Canal Zone. 
lati were made t the cor ittee to the Pre lent of the Company 
j acs er J \52 P 
We respectfully request that the recommendat be made a part of the 
, , I at t 
i f ind re ! I . 
DECEMBER I, 1952. 
1 ? ss 
/ ( Compar 
' am H , 
DD PRESIDENT SEYBOLD: I uve 1 honor to transn o you herewith 
d recommendatio 1 tl rent panel, arrived at unanimously. 
\ trans! ed is the additional separate statement of e of the members 
\ egards 
I ped iy 
RENJAMIN Kal . Chairmar 
DECEMBER 1, 1952 
- J , S. SEYBOI 
} ( ( 
Balboa Heights, C. Z 
Sir: Pursuant to Procedures for Hearing on Rent Increases in Panama Canal 


I f he panel conductes ‘arings i, 48; 28, 
and 20, 1952 the Hotel Tivoli, Ancon, C. Z., at whichthe Panama Canal 


{ pa ind interested groups and citizens presented their vi Sol the proposed 
( i rent Oo housing furnished by the Company to United States rate 
1e panel has deliberated upon the matters thus presented, and 
I ( t rewit! 1 and recommendations 
A tri ipt of the hearings, ec ting of 206 pages of testimony and 30 
( i i been made available to the President 
I } ROUN CTS AND EVENTS LEADIN( rO HEARINGS 


rv of War, effective in 1947, prescribed 
‘s-rate quarters should provide for: a 
al value of quarters, for depreciation; 
iarters; the maintenance and repair of 


arte ther charges The order was revoked 


general adjustment of the rents charged 
Canal Zone rents were subjected to 
ations of the House of R tives in 





ated Circular A—45 announcing a rent 
employee The basie rent principle 
levels ilar to those prevailing for 








ado} I 

eC arable private ho the same area.’’ The circular further indicated 
t ere substantial in rent would result, the agency might make the 
adjustment i radual steps over a period of up to 12 mont! 


The then President of the Panama Canal Company, Gen. F. K. Newcomer, 
by letter dated August 31, 1951, sought an exemption from this principle of equiv- 
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alence. He indicated that there was no comparable private housing in the area, 
and asserted that an organic statute (Public Law 841, 8lst Cong.) appeared to 
make the equivalence principle inapplicable to the Panama Canal Company, as 
it required the Company to cover all its operating expenses by revenues and to 
pay into the Treasury costs of operating the Canal Zone Government and interest 
on the net direct investment of the United States in the Company (including its 
investment in housing 

By letter dated September 19, 1951, the Bureau of the Budget granted the 


Company an exemption from Circular A-45. The Bureau went on to say that the 
exemption was granted “with the understanding that rents established by the 
Panama Canal Company will cover all costs including interest on the Government 
investment in housing.’’ 

It seems clear from his public expressions and from other evidence presented 
to the panel that despite President Newcomer's reference to Public Law 841, he 
did not intend to invite from the Bureau an all-costs-ineluding-interest formula 
for rents on United States-rate housing His reference to the statute rather ; 
to have been intended to suggest that the Panama Canal Company should be left 


free, like a private corporation furnishing housing to its en plovees, to determi 


[ee 


e 
its own rental policy, having in view, however, that it must strive to recover costs 
including interest from its total operations, of which housing is only a small part 
In anv case, the Bureau of the Budget, desiring a substantial recoverv from rents. 
adopted the formula for Panama Canal Company housing which has been quoted. 

In a letter dated November 14, 1951, from the Director of the Budget to Presi- 
dent Neweomer, commenting on the latter’s budget estimate for fiscal vear 1953. 
the Director stated that the approved budget program contemplated that the 
Company would move more rapidly in making housing for other than local-rate 
employees completely self-supporting “The 1953 budget will be presented on 
the basis that, as a first step towards this goal, rents will be increased sufficiently 
on March 1, 1952, to cover the cost of maintenance, operation, and depreciation.” 
As the Director of the Budget later explained, this contemplated ‘‘deferral for an 
undetermined period of the requiren ent for including interest in computing the 
rates.’? (See the Director’s letter to the Comptroller General, October 21,1952, 
exhil it Y. 

The rents were not raised in March 1952. 

This was the condition of affairs when President Seybold came into office on 
May 27, 1952. The new administration simply sought to satisfy what it took to be 
the requirements of the Bureau of the Budget formula. On September 10, 1952, 
the Board of Directors of the Company, on the recommendation of the President, 
authorized and directed the latter “to establish rentals on United States-rate 
employee quarters at such rates as to place such quarters on a break-even basis 











after payment of interest and depreciation and the provision of adequate main- 


tenance.”’ It may be noted here that it is not clear whether the Board of Directors 
was aware on September 10 that there was an understanding with the staff of the 
Bureau of the Budget by which the Bureau in all likelihood would not insist on the 
inclusion of interest until fiscal year 1954 Chis matter will be further discussed 


below 
Various questions relating to housing had been made the subject of discussio 


during the monthly governor-emplovee meetings pri rto September 1952 But it 
appears that neither at these meetings nor otherwise and the employees—who ar¢ 
organized in substantial numbers—been told of the evolution of the rent formula 
or the intention of the present administration acting under the formula to increase 
the rents by a large amount The employees might indeed have expected that 


the present administration would make some increase in rents; and in fact, when 
the then Under Secretary of the Army, Chairman of the Board of the Compan 
told a press conference following the Board meeting of September 10-11 that 
there would be a ‘moderate’ increase of rents of United States-rate quarters, 
there appears to have been no outery 3ut when the dimensions of the increase 
were later made known to the employees, they protested vigorously Ever 
so, full details of the increase seem not to have been made public until the time of 
our hearings. We do not think the administration intended either to withhold 
information or to mislead the employees. However, the emplovees, familiar 
with the general views of President Newcomer’s administration on the subject of 
rents, and unprepared for the step taken by the present administration, reacted 
sharply 

An employees’ protest of September 39, 1952, requested President Sevbold to 
postpone the effective date of the rent increase, then set for October 26, 1952, for 
a period of 6 months during which the question could be studied. The protest 
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cited as an analogy the 6 months waiting period for a change of toll rates. The 
President denied this request Other protests followed, and it was finally de- 
termined to postpone the effective date for 6 weeks and to hold the pan | hearing. 

Meanwhile a legal problem had arisen which may be briefly mentioned. 

For reasons unconnected with the Canal Zone situation, circular A-—45 had 
been revised on June 3, 1952. The basic rent principle remains one of equivalence, 
and the same provision appears as to imposition of substantial rent increases in 
gradual steps over a period of 12 months. The only specific reference to the 
Canal Zone appears in paragraph 4 (b) (7) of circular A—45, revised, as follows: 

Except for the Panama Canal Zone, the heads of agencies may substitute for 
the principle of equivalence such other methods as will conform to the act of 
June 20, 1874 (5 U. 8. C. 71), and other statutes and Comptroller General deci- 
sions thereunder in establishing rents for housing in the Territories and possessions. 
Rents in the Panama Canal Zone will be based on comparable housing of the 
Panama Canal Company.” 

By section 1413 of the Supplemental Appropriation Act, 1953, approved July 
15, 1952, circular A—45, revised, was adopted by Congress as controlling: 

Sec. 1413. During the current fiscal year, the provisions of Bureau of the 
Budget circular A—45, dated June 3, 1952, shall be controlling over the activities 
of all departments, agencies, and corporations of the Government: Provided, 
That saia circular may be amended or changed during such year by the Director 
of the Budget with the approval of the chairman of the Committee on Appro- 
priations of the House of Representatives: * * *” 

As circular A—45, revised, made no specific mention of the exemption which 
had been granted to the Panama Canal Company on September 19, 1951, and 
had been elaborated upon in the letter of November 14, 1951, the adoption by 
section 1413 of the revised circular raised a question as to what was a lawful 
rent standard for housing of United States-rate employees in the Canal Zone 
The Director of the Budget recognized the doubt in a letter dated July 29, 1952, 
to the Secretary of the Army Here the Director, commenting on a certain 

allocation of activities of the Company’”’ for the fiscal year 1954 budget, approved 
by the Company’s Board of Directors, first acquiesced in relieving the quarters 
aring in the cost of the Canal Zone Government The Director 





activity fron 


the tated that, apart from this matter, ‘I shall expect that the 1954 budget 
will reflect the full amount required by law to be realized from quarters, and that 
collections will be made accordingly.”’ The Directcr refrained from expressing 


an opinion on what was required by law, for the question was open under section 
1413 whether it was the equivalence principle as contemplated generally by the 
circular which must be followed by the Company, or rather the different principle 
embodied in the letters of September 19 and November 14, 1951, dealing with 
the exemption granted to the Company After opposition to the Company’s 
increase of rental rates had been voiced by employee organizations and others, 
the Director of the Budget sought the opinion of the Comptroller General on 
whether rental rates on United States-rate housing which would cover all costs, 
including interest, would be lawful under section 1413 adopting revised circular 
A—45 In his opinion B—-110835, dated October 28, 1952. the Comptroller General 
replied in the affirmative. He also said that ‘it does not appear that the basis 
for such interest deferral [the deferral contemplated by the letter of November 14, 
1951] otherwise affects the propriety of its inclusion in determining proper rates’’ 
and “It is understood, of course, that nothing said herein is to be construed as 
passing on the correctness of the amounts of the revised rates.”’ 


Il. SCOPE AND CONDUCT OF HEARINGS 


The legality of the general all-costs-including-interest formula has thus been 
considered and approved by authority outside the Company. Whatever the 
merits of that question of law, this panel is foreclosed from considering it by the 
stated procedures under which the panel is to act. What we have been asked to 
consider is the application of the general formula. This involves questions of the 
elements which are properly to be included in the costs of the housing operation; 
how the rental bill, established in relation to the housing costs, is to be distributed 
among the housing units; and how the formula is to be applied in terms of the date 
or dates upon which any adjustment of rents shall be made effective. 

In the course of the hearings considerable testimony was offered on behalf of 
the employees, some of it of questionable relevance, since the precise limits of the 
matters in issue could not be definitely settled in advance. he panel admitted 
evidence subject to later determination of the question of relevanee. It bases 


atte 


(nets ee. 
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its recommendations only on evidence pertinent to the application of the formula. 
The tolerance in provisionally admitting evidence turned out to be effective in 
relieving a tense situation; if narrower bounds had been imposed on the testimony 
at the outset we believe employee morale would have suffered further. We have 
been assured by those who participated in the hearings that the freedom of ex- 
pression permitted has contributed to an improvement of relations among all 
parties. 

We should note further that the hearings were not an inquiry into general 
economic conditions in the Canal Zone in relation to the fairness of the proposed 
rents, nor were the hearings an audit of the Company’s books or a 1 
examination of the precise accounting procedures that have been followed by the 
Company. For any of these types of investigation panel hearings as contem 
plated by the procedures would have been inapposite. We have rather examined 
the principles used in applying the formula and our recommendations are in terms 
of principles and not of details. 


I eticulous 


III. COMPANY’S APPLICATION OF FORMULA 


The actual rental income in fiscal year 1952 was $1,450,147. If the proposed 
rental increase is not made effective in fiscal year 1953, it is estimated that the 
rental income in that year will be $1,454,275. Giving effect to the proposed in 
crease as of October 26, 1952, the rental income for fiscal year 1953 is estimated at 
$1,854,275; and for fiscal year 1954, giving effect to the proposed increase, the 
rental income is estimated at $2,083,452. It should be noted here that the more 
than 40 percent increase of the figure $2,083,452 over the figure $1,450,147 
(difference $633,305), or $1,454,275 (difference $629,177) is accounted for to some 
extent by the fact that some new construction enters into the picture and adds 
to the various costs upon which rents are based 

Comparison of old and proposed new rents in United States—rate quarters 
show that the percent of increase varies considerably in the different types of 
quarters—from a low of 10 percent to a high of 105 percent according to exhibit 
10. The types severally comprising more than 200 apartments show percentage 
increases as follows: Type 14—-R2 (2BRIB), 452 apartments, 25 to 28 percent; 
type 201 (IBRIBG), 1,040 apartments, 72 to 93 percent; type 215 IBRLBCMBG), 
280 apartments, 66 to 69 percent; type 217 (2BRIBCMBG), 216 apartments, 
80 to 82 percent. The monthly dollar increases per apartment in each of these 
types are as follows (showing the low and high for each type): Type 14—-R2, from 
$18.50 to $23.80 ($5.30), and from $22.40 to $28.10 ($5.70); type 201, from $18.50 
to $31.90 ($13.40), and from $14.50 to $28.10 ($13.60); tvpe 215, from $21.50 to 


PE 


$35.85 ($14.35), and $22.40 to $37.90 ($15.50); type 217, from $24 to $43.30 


( 
t 


$19.30), and from $25 to $45.50 ($20.50). Details on the more common types 
of quarters are shown on exhibit 10. 

Cost elements.—Rents are of course fixed on the basis of projected costs. The 
Company has presented the cost elements which it proposes under the formula 
to recover through rents (see exhibit 2). We shall comment briefly here on these 


elements. 

First there may be grouped (a) maintenance and repair of quarters, including 
replacement; (6) general services, comprising various direct expenses including 
such items as care of grounds, water, and termite control; (c) division administra- 
tion, comprising administration of the housing program, including costs of oper- 
ating rent offices, other housing management expenses, and a share of the cost of 
the office of the Director of the Community Services Bureau; (d) general adminis- 
tration, comprising allocation of certain indirect expenses called (i) employment 
costs and (ii) administrative and general expenses. Employment costs are 
related to benefits going to employees engaged in and about the housing opera- 
tion—retirement and social security contributions, death and disability compen- 
sation, subsidy on Panama Line travel of employees on leave and railroad passes 
to employees, United States recruitment and repatriation expenses, and repatria- 
tion of aliens. Administrative and general expenses are related to expenses for 
the Company generally, such as finance and personnel bureaus. 

Maintenance (including replacement) is shown at $833,200 in the table, Annual 
rental basis, January 1, 1947 (exhibit 6), declined to $564,608 in fiscal year 1952 
because of a considerable deferment of maintenance work in that vear, and ap- 
pears as $767,800 and $822,212, respectively, in the estimates for fiscal year 1953 
and 1954. The corresponding figures for general services are $151,800, $280,094, 
$201,084, and $201,072. Division administration shows a steep increase since 
1947: $60,000 (1947 table); $154,806 (fiscal year 1952); $143,694 (fiscal year 
1953); $146.983 (fiscal year 1954). A steep increase is also shown for general 
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administration, with the corresponding figures $12,000, $85,613, $86,022, and 


S88 (233 


With respect to increases in categ 
part Further, an official ¢« xplanatic 
that no recognition had previously b 


sidy on steamship transportati 


: mn and ' 


alloca ms of Givisi and gene il a 
nominal and not in accord with sou 


have now been imposed covering the 





ories (a) to (d), general rising costs play a 
yn (exhibit 6) stresses (among other things) 
een given to employment costs such as sub- 
recruiting and repatriation expenses; that 
ministrative expenses had previously been 
nd accounting practice; and that new costs 


Company’s contribution to the civil-service 


retirement svstem for United States rate emplovees. 

Le reciation appears as a further cost element It Is now calculated at what 
are thought to be more realistic rates than heretofore: frame structures at 4 
percent per annum; frame structures on concrete pillars, 3 percent; composite 
structures (concrete and frame), 24 percent; concrete or masonry type, 2 percent. 
The cost of preparing the siteis in the first instance borne by the Canal Zone 
(x er und is t rein I J it of the housing operatior so that it does 

+ Ir } depreciation cl rest charge on housing Depre- 
ciation | \ 1s $424,000 inder the more realistic rates, 

rose to $524,130 in fiscal vear 0 $571,500 and $620,000, respec- 

; he estimates for fiscal 954 Acain note must be taken 
of the eff rm ( structi at substantially increased costs 

A p element ‘ ol 7 ted in the 1947 formula is interest the rate 
bej f ib the Treasur\ oO +} Government’s investment as retuced by 
lepreciatior the housing r} interest is estimated at $210,000 in fiscal 





tanding with the staff 











of the B au of the Budge hat co I nts in the aggregate 
rather than on a yuse-t hou tvpe 1K lo obtain the rental 
for a part lar type of quarter 4 of the same general type are grouped 
Lo I exhibit 3 The ner ( expense going into the rent computation 
for each such group are maintena! including replacement), services, a‘ minis- 
trati housing divisio iiministration (Company), depreciation, and interest. 
I s sul il,a vacancy factor, wh is a percentage of the subtotal, is added, 
r Iti { total ann bs re! ments are then made upward or 
downward for particular types of houses to reflect factors such as extra bath- 
I 1 (p 0) cents per und a further desirability factor, which varies 
‘ 1 b is general 1 zero fa yr because it is assumed to be reflected in 
I I I ( i 1 il ( ) 
Mi: t¢ ct i! ludir yr replace r 1 charges take nto account how often 
re required and what are the costs of such jobs for the several 
| of quarters, the costs be then distributed to the unit apartments. The 
Comp I ecognized that ¢ ble considerations must be applied in dis- 
trit t yr Var is ce sa oO the types of quarters r { older houses 
n al rmal high carpentry meintene1 cost; part of this burden has in 
fT be fted to the more desirable quarters Care of grounds (a general 
VIC se) is prorated a | of varying dollar amounts per unit per 
ea lso a general ser e expel ; charged to each unit on a flat-rate 
i ving sccord: ‘ size of quarters Housing division 2administra- 
expenst hee llocated between United States-rate and local-rate quar- 
CY wnelvsis of dire f effort within the division, and allocations 
} e be le to find the shares cf e Company’s administrative expense and of 
ene! office expenses and emy ment costs for retirement contributions, ete., 
ro ‘ o U is es-rate quarter the total for housing division and 
( imi I ol then been prorated on a uniform basis to all United 
S e he nits Depreciation expenses are allocated on the basis of 
ve of g ers at rates rai g¢ from 2 to 4 percent as indicated above. Interest 
s cherged varying dollar amounts per unit per year, with an attempt to offset 
e disproportionate effect of the terest charge for houses of similar service 
acct odet ns but of ¢ Vv val y ¢ nd cost 
f the vere taken e rents to be charged, aggregate costs and 
interest « whole hous operation would not be covered, for the computation 
r t subtotals disregards vacancies Accordingly a vacancy factor 
py 1 e subt $s; it 1 es with the type of house, 1 percent in the case 
ol aesirabie type ll d out of which movements seldom occur, and 5 percent 
when experience has shown that movements are frequent. Further details on the 
process Of &rriving at particular rents appear in exhibit 
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IV. DISCUSSION AND RECOMMENDATIONS 


1. Alleged relation of rents to canal tolls —It was urged at the hearings on behalf 
of the employees that the basic statutory obligation of the Panama Canal Com- 
pany is to recover costs and interest to the extent feasible out of its total opera- 
tions; that the Company should be free to make this recovery in any way found 
appropriate as a matter of sound judgment; that the housing operation need not 
be made to pay its own way; and that canal tolls, rather than rents, should be the 
source used for recovering the depreciation and interest charge on United States- 
rate housing. Inthis connection it was argued that the purpose of the t otal opera- 
tion in the Canal Zone was to transit ships through the canal; that the housing of 
employees is merely a means to this end; and accordingly that the tolls should 
pay in substantial part for housing. This argument was related to other con- 
tentions about the extent to which the Canal Zone operation is directed to the 
national defense, the inference being that some part of the cost of the housing 
operation should be met directly out of the defense budget, or that the cost of 


other operations should be met out of the defense budget. thus freeing a part of 








the canal tolls so that they could be ap] lied to cover me part ol the cost of the 
housing operation, 

The terms of reference under which the panel hearings were conducted seem 
to us to preclude consideration of these lines of argument 

2 Alleged “duplicat on’ in interest, depret atior and naimnienance It was 
argued on behalf of the employees that considering together the provisions of the 
proposed rent increase as to interest, depreciation, and maintenance (including 
replacement some unfair duplication of charges was involved or threatened 
This contention was found in the course of the hearings to be based at least in 
part on misconceptions which were corrected when fuller information was pre 
sented by the Company It appears that the Company does not propose to cor 
pute interest on the whole original investment in housing but rather on the invest- 
ment as reduced by depreciation to the time of the imposition of the new rent 
So also the structures, for the purpose of assessing depreciation charges, will be 
taken up at their value at the time of the imposition of the new rents. Thus, 
if the service life of the structure (taken as 25, 33, 40, or 50 vears) has expired 
no depreciation or interest is charged with respect to it Or, if 4 vears of service 
life remain at that time, only 4 years of depreciation will thereafter be charged, 
and interest will be charged for 4 years only on the several yearly balances of the 
investment after depreciation. And soon, There thus appears to be no “dupli- 





ion” of depreciation and interest 

\ further argument was made that when the depreciation percentages are 
considered in relation to the Company S maintenance and replacement policies, 
there is danger that this generation will, so to speak, be made to pay part of next 
generation’s rent; for after the service lives of structures will supposedly have 
expired, the structures, so it was contended, will remain tenantable and will be 
made to yield rent Past experience with Canal Zone housing, some of which 
seems to be of the “permanently temporary” variety, was said to underline the 
need for careful estimating by the Company. Of course no one expects that 
estimates of service life will be so geared that on the last day of the estimated 


service life the structure will fall to the ground like the one-horse shay On the 
other hand, approximate justice should be done. The panel ventures this 


reminder, and sees no need to make a specific recommendation 

3. Certain special charges in relation to rents.—In the course of testimony by 
the Company comptroller, attention was directed to the high actual and estimated 
costs for ‘‘division administration’? and “‘general administration.” In response 
to the question whether these figures did not suggest that the ( ompany s opera- 
tions were inefficient, the comptroller stated that the operation in the Canal 
Zone was definitely more expensive than it would be in the United States. The 
higher expense results from certain special charges which tend to “load’’ costs: 
The 25 percent difference in salaries of United States-rate employees over stateside 
salaries; various leave privileges in excess of those allowed to Government em- 
ployees in the United States; expenses of initially transporting employees to the 
isthmus from the United States and repatriating them; provision at reduced rates 
of steamship transportation of employees and immediate families to the United 
States for leave purposes. There may be other similar expenses. There is also 
the requirement, relevant here, that the Company pay into the civil service 
retirement fund 6'4 percent of the United States-rate employees’ wages (a require- 
ment not imposed on ordinary Government agencies). 

In applying the formula, the Company would have the United States-rate 
employees pay these special charges as part of the rents, to the extent that the 

t8155—54 11 
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special charges find their way into the several elements of cost upon which the 
rentals are based. Thus a housing division United States-rate employee receives 
a 25 percent override in his salary; this is picked up in the cost of the housing 
division and goes into the computation of the rents ¥ the United States-rate 
employees. The cost elements in which these special charges are reflected are 
not only “division administration” and “general administration,’ but also 
maintenance and general services. (To a degree they are also reflected in the 
depreciation and interest figures, for they tend to swell the costs of construction 
performed by United States-r: te e mploye es. 

A serious question is raised whether or to what extent the special charges should 
be allowed to find their way into the rents for the effect of allowing this, as was 
said at the hearings, is ‘“‘to take back with one hand what is given with the other” 
to the United States-rate employees. There has been a certain whittling away 
over the years of the special treatment traditionally accorded to United States- 
rate employees doing vital work in the zone; and it would appear that further 
invasions should not be made by indirection and without deliberate consideration 
of their effect. The point need not be labored further; it is appreciated by the 
Company comptroller who said that he had given it considerable study and con- 
templated making recommendations on it to the Board of Directors. The panel 
recommends that the exclusion of all or part of the special charges be considered in 
connection with the fixing of the proposed new rents. 

The comptroller indicated that a determination of the Board of Directors to 
exclude any such special charges should be presented to the Director of the Budget 
with a view to securing 9 modification of the formula by concurrence of the Direc- 
tor of the Budget and the chairman of the House Appropriations Committee. 
The comptroller was not expressing an opinion that such reference and concurrence 
are legally necessary. The panel c annot express any binding legal opinion on the 
matter. It is our view, however, that what is involved is not a modification but 
an application of the formula. When the formula speaks of costs we take it to 
mean costs reasonbly to be attributed to housing in the context of the facts in the 
Canal Zone, and we believe that this is a matter of application to be decided by 
the responsible heads of the Panama Canal Company to whom the operations of 
the corporation are committed. It is idle to pretend that a general catch-phrase 
formula can itself really settle delicate points; it calls for reasonable application 
by those on the operating level It is also idle to pretend that accounting problems 
may not turn on equitable factors. 

If the Company is advised that it is legally necessary to obtain further approvals, 
it may of course seek to obtain them. In this connection it is noted that the ques- 
tion of relieving quarters activity from sharing in the costs of the Canal Zone 
government does not seem to have been treated as a case under section 1413 
although the acquiescence of the Bureau of the Budget was obtained. 

4. Rents on least desirable quarters.— Under the proposed rents, some of the least 
desirable quarters show considerable percentage increases in rent. It is under- 
stood that the Company has sought to hold these increases in check through the 
device of shifting abnormal maintenance charges, when applicable to these quar- 
ters, to the more desirable quarters. The Company justifies this treatment on 
the ground of equity. 

The panel agrees that equitable considerations should be applied, but believes 
that the better solution would be simply to reduce the proposed rent on the least 
desirable quarters in a reasonable amount without attempting to recover this 
amount out of the housing operation. The panel recommends action along this 
line. 

Despite strenuous efforts to make all quarters livable, some are now at a standard 
that neither past administrations nor the present administration can be proud of. 
It is our view that in fixing the rents of the least desirable quarters, recognition 

should be given to the fact that there is an outstanding obligation created by a 
failure of somal planning during past years, to provide better quarters. 

The recommended action bears comparison with the placing in suspension of 
the costs of the ‘‘summit’”’ development, mentioned in the testimony, when it 
was found that that development was a mistake in planning. If the company’s 
power to make the reduction is in doubt, further approvals can be sought. 

5. Vacancy factor —As already indicated, the vacancy factor is applied to the 
rent bill as distributed to quarters in order to take account of the fact that quarters 
are not fully occupied throughout the year. From the percentage viewpoint the 

vacancy factor in the proposed rents is made to bear on quarters in the inverse 
order of their general desirability, on the ground that movements and vacancies 
are likely to be more frequent in the less desirable quarters. 
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The community services director confesses a doubt about the propriety of this 
method of application and the panel thinks it is improper because inequitable. 
The vacancy factor is a kind of tax and equitable considerations suggest that it 
be applied on a uniform percentage basis to all quarters. The panel recommends 
such action. It also directs attention to the possibility of reducing movements and 
temporary vacancies by tighter management. 

6. Time of ap plication of the interest charge.—It was contended on behalf of the 
employees that the interest charge should be eliminated. Some of the points 
made in support of this contention were that United States-rate e ‘mployees, under 
the present system, cannot acquire ownership of homes in the Canal Zone, have 
limited choice of C ompany quarters (preference being based on seniority), have 
no real option to live in the Republic of Panama outside the zone during their 
period of service, and must pull up stakes and quit the zone upon retirement 
from service. The Company on the other hand pointed out that United States- 
rate housing is not being made to bear costs of the Canal Zone government. 
This entire problem is beyond the proper scope of the panel 

Various arguments were made for the deferment of the interest charge 

The panel is not impressed with these arguments so far as they went on the 
ground that an increase of rents is not justified until a valuation of all the prop- 
erties of the Company is completed (a process now underway which is expected 
to require a considerable period of time), or on the ground that the Company 
should not move faster in adjusting rents than it is permitted to move in adjusting 
toll rates. 

More persuasive is the contention based on the expressed policy of the Bureau 
of the Budget with respect to the application of rent increases on Government 
housing. 

As noted above, the Bureau stated both in Circular A—45 and in Circular A—45, 
revised, that a substantial increase in rents could be applied on a graduated basis 
over a 12-month period, presumably from the date of the initial increase. The 
Bureau, while urging on November 14, 1951, that rents on United States-rate 
housing should be increased sufficiently on March 1, 1952, to cover maintenance, 
operation, and depreciation, contemplated deferral for an undetermined period of 
the requirement for including interest in computing the rates. And the Company 
stated during the hearings that ‘‘the understanding the Company had with the 
Bureau's staff was that by fiscal year 1954, such rents should cover all costs 
including interest.” The November 1951 position and the understanding referred 
to are consistent with the policy of the circulars. 

No doubt the Company is authorized to impose interest prior to fiscal year 
1954; the question whether it should is one of sound discretion and judgment. 
A Company representative sought to justify the determination to impose the 
entire increase including interest, without graduation, on October 26, 1952, in 
part on the ground that the Company was at that time already delinquent in 
having failed to cover items other than interest. Thus interest would be imposed 
as a means of taking up the slack in the other items. We doubt the wisdom of 
such an accommodation. Against the understandable desire to put rents on a 
new basis at the earliest moment is to be weighed the evident purposes of the 
circulars in permitting graduation of rent increases: One of those purposes is to 
give the tenant a chance to acclimate himself to the change. It is fair to’add, as 
indicated above, that it is not clear whether the board of directors was aware 
when it took action on September 10, 1952, of the understanding with the staff 
of the Bureau of the Budget. The panel recommends consideration of a defer- 
ment of the interest charge to July 1, 1953, the commencement of fiscal year 1954. 


V. COMPANY-EMPLOYEE RELATIONS 


The course of events leading to these hearings, and the facts developed at the 
hearings, show the importance of full collaboration and consultation between the 
Company and representatives of the employees on subjects of mutual interest 
including specifically housing. While the Company cannot yield management 
functions to the employees, all concerned can profit from mutual exchange of 
information and ideas. Proposed changes of policy affecting the employees’ 
welfare should be discussed with employees’ representatives as far as possible in 
advance. 

Sound Company-employee relations seem to the panel to assume peculiar 
significance in a monopoly operation, and above ali where the Company is working 
on a “cost including interest’? formula. Such a formula almost invites an in- 
efficient result unless the Company is prepared to create objectives and targets 
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looking eventually to the reduction of costs But the attainment of such objec- 
tives depends in large part on the devotion and enthusiasm of employees. The 

provement of morale is thus not only a matter of humane management but of 
effic { inagement 

VI. CONCLUSION 

lhe panel’s recommendations appear under rel t headings above Particu- 
lar atte 1 vited l\ sect s 3, 4, 5, and 6 

We cann se wit pressing thanks to all who participated in the hear- 
ings The testimony iven frank onest and without rancor. Special 
thanks are due to employee representatives H. E. Munro and Rufus M. Lovelady, 
and to Lindsley H. Noble, comptroller of the Panama Canal Company 


HERBERT ASHTON, 
Orrin A. Burrows, 
BENJAMIN KAPLAN, Chairman. 


SEPARATE STATEMENT OF MR BURROWS 


For my own part, however, I would make one additicnal comment. The history 

















fthed lopment of the formula di not she to my isfaction that adequate 
attention was paid by any of the agencies involved—the Congress, the Bureau of 
the Budget, or the Panama Canal Compa to the special situation and special 
problems of the Canal Zone I would, therefore, suggest the advisability of 
leferring all adjustment of the rents until the matter can be fully studied with 
the collaboration of employ: representatives Chis study should take into 
account e whole position of United States-rate employees as affected by 
mea t hich have been take pect t tne over the vears. 
But if entire matter Is De reexan [ | ve action should be 
tak« ccordance with the pa Ss re t set « ubove 
Respectf ibmitted. 
OrrIN A. Burrows. 
This tripart panel was appointed | tl t cholder of the Panama Canal 
Ci any who is also the Secretary of tl Ar Chis was done as a result of 
test made to him by the American Federat of Labor in behalf of its mem- 
" the Canal Zone The Government member was Dr. Herbert Ashton, 
Director, Transportation and Communications Division, Department of Com- 
; the labor member was Mr. Orrin A. Burrow nternational representative, 
International Brotherhood of Electrical Workers; the public member and chair- 
the mittee was Mr. Benjamin Kaplan, professor of law, Harvard 
[ 
We have supplied the clerk of t tte th two verbatim copies of the 
rings with appendixes should e to check the intricate computations 
and a g il lved tl ne re i ute 
We will comment on the tripart pa ’s recommendations as we believe it to 
} nbiased reasoni based on public hearings, of three disinterested persons. 
Ref e is made to the Burea ; e Budget Circular A—45 dealing with 
rental ra erally with the following being found on page 2: ‘‘The then Presi- 
dent of the Panama Canal Company, Ger I K,. Newcomer, by letter dated 
\ugu 3, 1951, sought an exemption from this principle of equivalence. He 
ted that there was no comparable private housing in the area, and asserted 
anic statute (Public Law 841, 81st Cong.) appeared to make the equiv- 
alence principle inapplicable to the Panama Canal Company, as it required the 
Company to cover all its operating expenses by revenues and to pay into the 
Treasury costs of operating the Ca 7 » Government, and interest on the net 


direct investment of the United States in the Company (including its investment 





in housi 

By let ber 19, 1951, the Bureau of the Budget granted the 
Compa ‘ om circular A—45 The Bureau went on to say that 
the exempt with the understanding that rents established by the 
Panama ( | ver all costs including interest on the Government 


investment in housing 

It seems clear from his public expressions and from other evidence presented 
to the panel that despite President Newcomer’s reference to Public Law 841, he 
did not intend to invite from the Bureau an all-costs-including-interest formula 
for rents on United States-rate housing His reference to the statute rather 
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seems to have been intended to suggest that the Panama Canal Company should 


be left free, like a private corporation furnishing housing to its employees, to de 
termine its own rental policy, having in view, however, that it must strive to 
recover costs including interest from its total operations, of which housing is only 
@& small part In anv case, the Bureau of the Budget, desiring a substantial r 
covery from rents, adopted the formula for Panama Canal Company housing 
which has been quoted ” 

In our opinio , this is one exa ple where the one who has the responsibility of 
a conditio told what should be done by a regulatio1 We wish to make this 
point clear regardless of how the rent formula was established, it would not cost 
the Federal Government a cent It would be a transaction within the Company. 

The seope and conduct of the earings were subject to much discussic at 
Pentagon level Proposals d counterproposals were discussed d rejected 
| our opinion that the hear ould be held on all phases connected w 
rel 1 vevel tt final procedures” as ¢ eT e rent } ane] We ld haw 
limited ( ope of the hearings t uch an extent to make them a w of t 

he « | s of e Company-Government were appreciative of the ] 
taken |} he chairm: f the pa Mr. Kaplan, \ dence W 1 
: ad ) ere ) 








I 
Hou Ar Services Subeom! ee on April 14, 1954 
Insof lemme of ‘ ‘ : 
| tim oO : | lata is f 7 t 
re ) end ( } hore 1 ‘ ( ‘ Tood 
1 { } { ) 
} et} f computati " 1 ars plied ‘ e other Y ee acti 
( M earinte of , e299 919 
bh) Ge ra ‘ my = te rr 
\ te ( | 201. O72 
i i t ) ( D g n of j g 
O83 
ny ( } ¢ enamnyr ' sndiract ext RRQ 922 
Depreciation 620, 000 
f) Inter 10. 000 
Total 2 O88. 500 
ind t exp le em] I t ¢ vhich a ( t he f t ees 
€ { nerat ' mer ' 1 ( 
at 4 ibsid Par I ivel of ¢ r id | ‘ 
I ted ecruitr 1 repatriation ¢ ( and 1 f str 
gel 4] exy which are related ip for the Com] ‘ lly, f e and pe ne} 
bu 
lhe rent panel has this to say regarding special charges and I quote 3d. Cer- 
tai pecial charg n relation to rents. In the eourse of testimony bv the Com- 
par comptroller. attention was directed to the } er Ry — j { 
for ‘division administration’ and ‘general administration In response to the 


question whether these figures did not suggest that the Companv’s operations 


were inefficient, the comp roller stated that the operatior in the Canal Zo 





definitely more expensive than it would be in the United Stat The rher 
expense results from certai special charges which tend to ‘load’ costs; the 25 
percent difference in salaries of United States-rate emplove¢ over stateside 


salaries: various leave privileges in excess of those allowed to Government em- 
ployees in the United States; expenses of initially transporting employees to the 
isthmus from the United States and repatriating them; provisions at reduced rates 
of steamship transportation of employees and immediate femilies to the United 
States for leave purposes There mav be other similar expenses There is also 
the reauirement, relevant here, that the Company pav into the civil service 
retirement fund 6% percent of the United States-rat« emplovees’ wages (a require- 
ment not imposed on ordinary Government agencies 

“In applying the formula, the Company would have the United States-rate 
employees pay these special charges as part of the rents, to the extent that the 
special charges find their way into the several elements of cost upon which the 
rentals are based. Thus a housing division United States-rate employee receives 
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a 25 percent override in his salary; this is picked up in the cost of the housing 
division and goes into the computation of the rents for the United States-rate 
employees. The cost elements in which these special charges are reflected are 
not only division administration and general administration, but also mainte- 
nance and general services. lo a degree they are also reflected in the depre- 
ciation and interest figures, for they tend to swell the costs of construction 
performed by United States-rate emplovees 

‘A serious question is raised whether or to what extent the special charges 
should be allowed to find their way into the rents for the effect of allowing this, 
as was said at the hearings, is ‘to take back with one hand what is given with 
the other’ to the United States-rate employees. There has been a certain whit- 
tling away over the years of the special treatment traditionally accorded to 
United States-rate employees doing vital work in the zone; and it would appear 
that further invasions should not be made by indirection and without deliberate 
consideration of their effect. The point need not be labored further; it is appre- 
ciated by the Company Comptroller who said that he had given it considerable 
study and contemplated making recommendations on it to the Board of Directors. 
The panel recommends that the exclusion of all or part of the special charges 
be considered in connection with the fixing of the proposed new rents.”’ 

Returning to page 41 of the Booz, Allen & Hamilton report, we find the follow- 
ing table to which we have added the percentage figures calculated from the 
data supplied at the rent hearings. 


Breakdown of charges reflected in rents 


Percent from 
data supplied 
at rent 
hearings 


Percent of 
Item | total rent 
charged 








Maintenance __. 42.5 39.3 
Depreciation 23. 4 29.7 
Interest (esti j 11.4 10. 1 
Care of grounds and utilities : 8.2 9.6 
Dir inistration 10, 2 a3 
G inistration 4.3 4.2 

Total ‘ . 100. 0 100. 0 


There is a slight discrepancy in the figures, probably caused by modifying the 
rent formula after the Rent Panel recommendations were made. 
» The Company has never placed in practice the recommendation just cited. Nor 
have we notified any effect of Company Comptroller’s study and contemplated 
recommendations previously mentioned 
» However, we have heard that the Board of Directors have made recommenda- 





tions which to date have neither been approved nor disapproved by the Bureau of 
the Budget. Here again is another Federal agency attempting to regulate Com- 
pany business when the responsibili has been vested in the Board of Directors 
of the ¢ ompany 

Commissary prices.—The report states ‘‘Markup policies on commissary goods 
have followed a trend similar to rents for the same reason. * * * as with rents, 


commissary prices now reflect all direct costs, plus allocation of general administra- 





tive overhead and various special charges.’ 








» The markup table supplied in the report indicates a markup increase of 10% 
percent in 7 years. When this increased markup is applied to the normal increase 
in the cost of living over this period, you can well imagine the employees’ depleted 
pocketbook. We desire to point out that zone wages being geared to States wages 
balances any i wse in cost of living in the States. However, the zone wages lag 
the cost-of-living increases in the States between 6 months to a vear. However, 





ated for as it does not affect 


( Such as markup, are never con 





zone ine 


States cost of living on which States wages are based 

Other fringe benefits —We would like to modify the statement found in the report 
‘Transportation on Company-owned ships is allowed for emplovees and de- 
pendents when space is available at one-fourth commercial rate’? by adding: 
“the difference ($65 to $80) between that which the employee pays and the 


estimated cost of passage is allocated to the employing facility as an overhead 
hose using the facility on a prorated basis.” 


cost; thereby being recoverable from t 


fe ene rere 
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We will comment later on the fact that no taxes are being charged for com- 
munity services. 

It is true that zone employees draw larger retirements than their stateside 
counterparts because the differential is part of base pay The following table 
indicates the extent of this benefit. 








| 
| l | 
“ ditions » S$ pé } al advantage t y 
Salary Ad a a] caeeeinne 9 rid Annual adv - ge to zone | Break-even| 
| yy zone employee employees | period, not! 
considering 
ee aes a eee - — = ™ - _ - ——— inte rest } 
| U | | (years) | 
nited Canal | enq | Oke . on x Diet sans ' 
States | Zone 20 years | 20 years | 30 years | 20 years 25 years 30 years 
| } 
meepnarglinmea sian | ili 
$3, 000 $3,750 | $900 $1,125 | $1,350 | $150 $187.50 | $225.00 6 | 
4,000 5, 000 1, 200 1, 500 1, 800 200 250.00 | 300.00 6 } 
| 5, 000 6, 250 j 1, 500 1,875 2, 250 375 75 | 562. 50 4 j 
| 6, 000 7, 500 1, 800 2, 250 2, 700 450 { 50) 675.00 | 4 
7, 000 8,750 | 2,100 | 2,625 3, 150 525 656. 25 787.50 | 4 
8, 000 10, 000 2, 400 3,000 | 3,600 600 | 750.00 | 900.00 4 


The following table was compiled from the civil-service retirement reports for 
the fiscal vear 1947-49 for the Canal Zone Retirement Act. Beginning with the 
fiscal year 1950, the Canal Zone Retirement Act was consolidated with the Civil 
Service Retirement Act and Canal Zone statistics were lost within the civil 
service retirement system. 


Provisions under which retired : Attainment at age 62: 


Average age, fiscal vear 1947 ' . 69. 4 
Average age, fiscal year 1948___ ‘ 69. 7 
Average age, fiscal year 1949__- =? _ 69.8 


It is our opinion that if it takes 4 to 6 years to receive reimbursement (not con- 
sidering interest) of payments and the average age of annuitants runs between 
69.4 and 69.8, there is but slight advantage to the employee in this arrangement. 

The trend in private industry in the States for the past several years has been 
to give their employees additional fringe benefits in lieu of wage increases. Even- 
tually the zone worker receives the actual wage increases, but we cannot reconcile 
the fact that private industry is improving fringe benefits with this statement in 
the report: ‘“‘The total value of these [zone] fringe benefits has dropped since 
1946, not only because of some changes in the benefits themselves but also be- 
cause (1) all or parts of the cost of benefits find their way into rents and com- 
missary prices via accounting allocation and (2) the employee now pays taxes to 
the Federal Government of which the Canal Zone Government is an arm 

“Without question, employees’ dollars now contribute to providing benefits 
and municipal services which used to be gratis.’ 

Effects of compensation changes.—Exhibit IV in the report is very interesting 
and is summed up in the report as: ‘‘The most startling fact is the zone worker’s 
$200 net loss (from $5,720 to $5,520) and the stateside worker’s $682 net gain 
(from $4,067 to $4,749) in the 7-year period.’”’ There is little wonder that the 
employee is asking for your assistance at this time 

This statement in our opinion is significant; therefore, it is repeated: “Although 
over 97 percent of zone employees say they like their work, 64 percent would be 
willing to work in the States for less money, and 42 percent say that as conditions 
exist today, they intend to leave zone employment.” 

Exhibit V in the report and the report’s comments are factual information 
colle ected at the scene of the trouble. 

The following statements sum up a bad condition in a few words. ‘‘Statistics 
are pale in contrast to the impact of firsthand contact with zone employees’ 
feelings as individuals and as groups, they are deeply disturbed. 

Morale can hardly worsen. Typical of people in trouble, zone employees are 
convinced that every man’s hand is turned against them. They view each new 
move in their direction as the forerunner of another blow. 

‘The cumulative effect of recent moves has made employees apprehensive of the 
future. They interpret what has happened as evidence that their welfare is being 
unduly sacrificed to benefit the Republic of Panama and the shippers who use the 
canal. They wonder how long it will be before the United States citizen employee 
is altogether driven from the Canal Zone. 
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What does this table mea lollars and cents? 
The dire out-of-pocket expense to the ¢ any-Government for bringing 
em} ees and eir househol oods to the zone nd for returning them to the 
States for the fiscal vear 1951 through 1953 was follows: 


1951 _ $586, 968 
1952 . -- 491,081 


1953 : 567, 335 


pocket costs for employees with dependents to be $1,218 and $261 without depend- 


ents: the a rage repatt 101 t-of-pocket costs for empl 


loyvees with dependents 





I 





PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 165 


It is difficult to estimate the administrative and personnel expenses connected 
with recruitment, processing, etc. It is believed that a figure of approximately 
$800 would not be far out of line. 


y 
Summary 


Employee Employee 
Item with without 
lependents dependent 
} 

Repatriation out-of-pocket expense . ES | $1, 360 $391 
Recruitment out-of-pocket expense = es 1, 218 | 261 
Administrative and personnel recruitment expense ‘ ‘ ie 800 800 
Total : sae a a 2, 658 1, 452 


approximation does not include administrative and personnel repatriation 
s, loss of productivity during break-in period nor the nonreimbursable 
expense incurred by the employee. 
Unnecessary turnover on the zone is expensive. 
We wish to call to vour attention these statements found on pages 52 and 53: 
Returning to questionnaire responses, 81 employees out of 118 who had volun- 
tarily left zone jobs reported that they got stateside jobs comparable to their zone 
jobs Higher pay was obtained by 48 percent and 29 percent got equal pay.”’ 
“Credence is thereby added to previously quoted reports that zone job offers 





fail to match stateside pay (And the 42 percent of the present zone employees 
who intend to leave unless conditions change can take additional hope.”’ 

“Most Company executives interviewed are pessimistic about the future They 
definitely feel that recruitment is becoming more difficult and that the caliber of 
emplovee is declining. They blame inadequate pay and steeply rising cost of 
living for these conditions. And they expect worse to come as more employees 


who cannot now afford to sacrifice their investment in the zone reach retirement 
age and move out.”’ 

We add this statement which appeared in the Annual Report of the Personnel 
Director for fiscal year 1953: 

‘During this time (fiscal year 1953) there was evidence that recruiting of per- 
sons from the United States who meet experience and other requirements 
for employment in the Company-Government organization was becoming progres- 
sively more difficult. The operating officials, particularly in regard to overhaul 
recruiting. found it necessary in many cases to accept employees whose experience 
was considered doubtful or marginal. If the current labor market situation con- 
tinues to exist in the United States and recruitment of an appreciable number of 
new employees is required, as is anticipated. reexamination of qualification and 
experience requirements for many Company-Government jobs will doubtless have 


to be made. There is a question as to whether existing requirements can be suc- 
x * * 





cessfully maintained against competition in the present labor market. 

“Due to present conditions, which afford less inducement to accept employment 
here than in the past, as well as the tight labor market in the United States, 
recruitment is expected to be increasingly difficult in the future.” 


4. Summary of appraisal 

We call to your attention that the statement: “He has also seen his extra 
compensation cut from 39.1 percent to 16.2 percent because his counterpart in 
the States has had a net income gain of $682 since 1946” is based on the white 
collar or Classification Act employee. Considering the data supplied earlier, the 
blue collar or wage board employee’s 16.2 percent extra compensation disappears 
and could become a minus factor. 


CHAPTER IV. COMPETITIVE COMPENSATION PRACTICI 


This chapter deals with factual data compiled from 5 Federal agencies and 11 
private companies employing United States citizens in overseas areas, the 11 
private companies all having employees in the Canal Zone, Republic of Panama 
or in tropical areas elsewhere. We summarize as follows: 
1. Basic compensation features 

(1) All employers give an overseas differential or allowance 

(2) Some employers provide free housing, reduced rental rates, or grant a 
special quarters allowance. 
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Force commissary markup is 4 percent as against 
33.8 percent in Company rnment commissaries 

reign Operations Administration have unlimited 
Force commissaries, but they are off limits to 





Company Government en pl 
6) Employees of private companies overseas are income tax free, Federal 
employees are not. 
7) Some Federal agencies are tax exempt on post and quarters allowance. 
Con pany Government empl yees pay income tax on entire salary. 
8) Ten out of 11 private employers and 2 Federal agencies supply free trans- 
ave purpost Company-Government employees receive 





s for 


f ‘ 
reduced rate 
nedical and hospitalization picture has changed to the detriment of 


y-Government employee since this report. 








10 Federal employees are under the civil service retirement system. In 
general the private companies are more generous than the civil service retirement 

11) Private companies offer a contributory type of group life insurance. The 
Company-Government at present e1 ;no such privilege. This will be discussed 
in detail later 

12) The Company-Government employee has a slight advantage in leave 
pr ) ( 
2. Comparative ompensation for selected jobs 


The report summarizes this section as: ‘Panama Canal Company’ pays less than 
other governmental agencies in 9 out of 14 positions and less than private industry 
in 12 out of 13 positions where job comparability was obtained.” 

We wish to point out that the position of machinist is one of the so-called Navy 
shipyard benchmark trades. Being a basic mechanical trade, in our opinion, the 
statement “‘The Panama Canal Company pays a * * * machinist * * * sub- 
stantially less than private industry * * *” can be applied to all wage board 











posit The wage d positions represent approximately 38 percent of the 
Compa government ions 
8. Compensation under standardized requlations 
This section points out that “comparing the midpoint for all GS salary grades 
from 4 through 15 reveals that the gross compensation for all grades under the 
standardized regulations is greater than that for zone employees.” 
L. ( " t ex pe nce 
\ I arv of this section in <« opinion is that tl adequacy of compensation 
is t ‘ t to whicl sand holds competent employees. The Company- 
G nme is in consi lifficulty while most of the other organizations 
s ¢ ive no trouble in this field 
( ot , Dé fron 
The rey imma 1 ( er & 
i Company-Government occupies a poor competitive position in its 
lat irket 
2) In 6 out of 8] ic features of compensation the Company-Government 
is at the bottom or close to it when compared to 16 other organizations. 


The exceptions to (2) above are leave and medical care. Not consider- 





ing the changes made in medical since the report was filea, these 
exceptions are not sufficient to salvs the Company-Government position. 
Sir { recent medical cha was deterimental to the employee, the 
Company-Government position has declined still further 


1) Company-Government compensation fails in important respects even 
to mea re upt other Federal agencies in its area. 
) Under tl 


e present compensation offered by the Company-Government, 
it is in a noncompetitive position for employees, 


CHAPTER V. RECOMMENDED PROGRAM 
We quote this pertinent part of this chapter: “One of the key facts emerging 
from this survey is that, in today’s market, a United States citizen in the zone area 


can demand and get net earnings ranging from 47 percent to 74 percent over 
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what his net earnings would be in the States. This is illustrated in the table on 
the following page (p. 66) comparing earnings advantages offered by representa- 
tive employers among those reported on in chapter 1V of this report. 


Net earnings advantage now provided workers in the Tropics by representative 


é mplo Jers 








Percent 
Company No. 10 sinaien cctitiinin 4. Sa 
Company No. 3 pei 65. 0 
Compa iy No. 7 18. 7 
Department of State : 17. 8 
United States Army a ae 
Pans a Canal Comnany 199 7 
anama Uanal Company wa. | 

1 Percent of net earnings advantage is based on earnings of an employee at midpoint of grades GS-9 after 
deduct f Federal income t luding base sa i is ap bl i 1 wances, 
sitate ttin st livin iriances whicl eX between t States and the var loc ties 
wi t lo vera Her t 22.7 percent earnin ivantage for Panama Canal ¢ - 
par loyes not correspond to the 16.2 percent net differential figure shown on exhibit IV, ptor 
ITioft port 

‘ 

The report also states: ‘‘To remunerate it employees fairly for cond of 
work in the zone, the Panama Canal Company should pay extra compensation 
sufficient to place their net earnings advantage over their stateside counterparts 
much closer than it now does to the 17-74 percent range established by the 
mark 

The report makes the followin five recommendations 

1) Retain the 25 percent differential 


2) Make the differential tax fr 


Liffect a rent reduction of 50 percent 





1) Provide free transportation once very 2 years for ¢ nployees and de- 
vendents on leave and one each veal for employ children in their last 2 
vears of college in the States 


5) Retain the present status of other fringe benefits 
The report explains their recommendations in 5 subheadings 


F Retain the 25 percent differe ntral 


In our opinion, the Canal Zone established the overseas differential at 25 
ercent when in 1918 the wages on the zone were decreased to not to exceed 25 
] 
percent above stateside wages. Others have followed the Company-Government 
proce dure - except the Compal v-Government has elimyn 
benefits while the others have kept or improved their benefits 

It is understandable that employees, in their 
the 25 percent was satisfactory it 
it from being cut to 10 percent, 
x Make the differential tax-free 

This recommendation apparently falls within the responsibility of another 


congressional committee. To date we have no information that the Company- 


Government has started any action in this direction 
all to your attention this statement in the re port c meerning the 





ted other so-called fringe 


lest1ionn4aire response tated 


view of the fact that they were fighting to keep 





We wish to ¢ 
differential: ““When taxed, the average employee’s differential drops to 19.8 
percent. And he contributes over 40 percent more to support his Government 
than he would if he stayed home to enjoy its full benefits,”’ 

3. Effec ta rent reduction of 50 pe rcent 

This section can be summarized as: 

1) The recommendation is well supported by prevailing practice 

(2) Substantial rent allowances are standard practice among employers in the 
Tropics. 

(3) Certain Federal agencies give allowances ranging from 80 to 90 percent of 
housing costs. 

(4) Some private companies provide house rent free. 

(5) The effect would be a No. 1 morale builder. 


j 


4. Provide free transportation for employee and dependents 

We wish to point out that every Company-Government employee has a home 
city in the United States. There are no permanent residents on the zone as resi- 
dence on the zone is contingent on employment in the zone. 
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The recommended procedure follows the lines of Foreign Service Act employees 
on home leave. 
This section is coneluded with this statement: “10 out of 11 private companies 
and 2 out of 5 of the Federal agencies surveyed follow practices similar to those 


recommended. 
resent etatue of other frinaé beneRt 


We call to vour attention that another of the so-called fringe benefits was taken 
from Company-Government employees on January 1 of this year when the free 
medical services were canceled 

The report has this to say about this deletion of benefits: ‘‘Retention of rates 
for hospital and medical care as they exist at this writing is intended by this 
recommendatior A rise in rates, such as will go into effect on January 1, 1954, 
inder present law, would of course revise downward the total net earnings pro- 
vided by recommended extra compensation and force reexamination of its 
adequacy 

Community services have been curtailed while others were ordered, but held in 
abeyance for further study since this report was submitted. 

The report summarizes the recommendation by stating: “It is believed that 








the recommended program will serve the needs of employees and Company alike 
for the present. For the future, it should be remembered that compensation is 
dynamic, not static, and that it needs to be adapted to economic changes as they 
occur. The Company should keep close watch on the market for United States 


workers in its area, and promptly move to obtain such modification in extra 
compensation practices as will be required from time to time 
In two aspects—rent and transportation—the recommended program will 


involve additional costs to the Company Those costs should not be permitted 
to find their way, through accounting allocations, into rents or into the prices of 
goods and services sold to employees by the Company If that should happen, 
Y ploy pan, L 
further attrition of the employees’ net earnings would take place and their com- 
I oy 
pen 10 to keep abreast of the market, would require another immediate 








adjustment upward 
We emphasize this statement: ‘‘Those costs should not be permitted to find 
Clr Way througt accounting a cations into rents or into the prices of goods 


and services sold to employees by the Company.’’ Later we will discuss future 
egisiation which has an important connection with this statement. 
CHAPTER VI. COST AND BENEFITS OF RECOMMENDED PROGRAM 


The following table summarizes the additional cost of these reeommendations: 


Additional Intercompany 





» Fed- transaction 

— ” — eral Govern- cost within 
ment the Company 
R 2 Te l 0 0 
2. Mak t $1, 062, 276 0 
Make ar 1) percent 0 $1, 017,050 

4 i ution for employees i dependents under pre- 

‘ : . ( 825, 000 
5. Ret present statu f other fringe benefit 0 0 
Tota 1, 062, 276 1, 842, 050 


The benefits of these recommendations cannot, in all cases, be assigned an actual 
‘ents value. The following summarizes these benefits: 

1) It will reduce the high turnover rate and save approximately $320,000; 

2) Restore the Company-Government’s objective of a stable work force of 
career employees; 


dao r-and-¢ 


3) Restore morale, improve the quality of the work force and increase produc- 
tivity of employees 

This completes the Booz, Allen & Hamilton Report. We would like to next 
discuss the Company-Government’s position as expressed in the Chairman of the 
Board’s letter of transmittal dated December 23, 1953. 

We call your attention to this statement in the letter: “The report confirms the 
existence and extent of a condition which has been the serious concern of the 
Company-Government administration. The United States citizen employee of 


SE 
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the canal agencies has suffered a significant loss in real wages and compensation 
benefits during the past several years. There has been a resulting loss of the 
Company-Government competitive position in the recruitment and retention of 
qualified personnel, with resulting actual and potential adverse effects upon 
efficiency, particularly through increased turnover and replacement expense. In 
our opinion, the study demonstrates clearly that not only should the present 
salary differential over United States base wages be retained but that additional 
compensation or offsetting benefits are required to be retained and added in order 
to secure for the Company and Government a competitive recruiting position in 
the labor market and a stabilized efficient work force. 

The employee has asked this $64 question many times: (1) If the report con- 
firms a condition of serious concern to the Company-Government, (2) that their 
United States citizen employees have lost sufficient earnings to have actual and 
potential adverse effects upon the operation of the Company, and (3) that the 
Board of Directors of the Company agree that additional compensation should be 
paid, why hasn’t something concrete been accomplished to correct this condition? 

Another question asked by the employees many times is—Why were conditions 
allowed to reach such a state and who is responsible? 

If the board of directors of a private concern released such a statement as just 
quoted, the condition would have been corrected within weeks, or there would 
have been a work stoppage until corrections were made 

We quote again from the letter of transmittal: “Currently, however, we are 
faced with a situation wherein, although the need for additional compensation 
benefits can be demonstrated as in the consultant’s report, there have been, on 
the contrary, actual and threatened encroachments upon existing benefits.” 

We now raise this question: Who is responsible for this actual and threatened 
encroachment upon existing benefits and what is the motive for such action? 

Is it motivated by someone for personal gain or glory? 

Is it motivated by someone interested in making a showing for their agenev? 
Is it motivated by international politics? 

Is it motivated by a desire to reopen the tolls question as it affects rail, water, 
and air transportation? 

Is it just an accidental condition caused by too many cooks without sufficient 
correct information? 

The letter of transmittal states the Governor and the board of directors of the 
company concur in the Booz, Allen & Hamilton recommendations in principle. 
Insofar as this letter has been inserted in the record of these hearings, we will skip 
over the first two recommendations and comment on recommendations 3 and 4. 

‘Recommendations 3 and 4: While we agree in principle with the reeommenda- 
tions for rent reduction and free transportation, the questions involved are com- 
plex, and we should like to consider further the question of whether the exact 
methods recommended are the best ones to achieve the desired result of according 
the extra compensation benefits respresented in these recommendations.” 

We have inquired of the Company-Government the results of their further 
consideration of these recommendations. The written answer was a copy of the 
above without further comment. Orally, we have been told that corrective 
legislation has been submitted to the Bureau of the Budget, but its all ‘“hush- 
hush” until it receives the approval of the Bureau, which for some reason has 
not been accomplished. 

Insofar as recommendation 3 apparently does not meet with the Board’s 
approval, we have a suggestion on this which we will supply later. 

Recommendation 4 is partly covered by H. R. 179 which has been reported 
to the full Committee on Government Operations, House of Representatives, by 
one of their subcommittees. Insofar as this bill extends this benefit to all United 
States citizen Federal employees overseas, it should remove the Company-Govern- 
ment’s objection. We will comment on this later in our discussion of future 
Federal employee benefits. 

“Recommendation 5: We concur that the present status of other fringe benefits 
should be retained, except that it is believed reasonable that the hospital and 
medical care benefits be continued in accordance with the recent congressional 
directive relative to the elimination of free hospitalization and medical care 
which takes effect January 1, 1954. With this exception, it is considered that all 
other fringe benefits that may be involved in such matters as leave, retirement, 
community services, and transportation, should be continued as at present.” 

We believe the Company-Government is shortsighted on their comment on 
hospital and medical benefits for the reasons discussed previously under the 
hospital and medical benefit section of the Booz, Allen & Hamilton report. 
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We now ask your favorable consideration of H. R. 9429 and H. R. 9433. 

These bills do not add to or delete anything from the present law. They do, 
however, qualify, to the extent necessary to cover those recommendations of the 
Booz, Allen & Hamilton report within the jurisdiction of this committee. 


This legislation will not cost the Federal Government anything. The qualifying 





sections realine expenses within the company 
The first language change in qualifvi section ‘‘(1) the cost of reimbursing 





retirement and other aaa and Government agencies under section 252 of this 


title-”’ 

Section 252 states: ‘‘Reimbursement of other agencies.—The Corporation shall 
reimburse the civil service and Canal Zone retirement and disability funds for 
Government contributions to the retirement fund Apy lic ‘able to the Corporation’s 
employees, and the employees’ compensation fund, Bureau of 7mplovees’ Com- 
pensation, Federal Security Agency, for the benefit payments made to the corpora- 
tion’s employees, and shall also, reimburse other Government agencies for any 
payments of a similar nature made on its behalf.”’ 

This section states: ‘‘The Corporation s *’’ In our opinion, there is 
nothing in this section which directs or even infers that these charges shall be 
recovered from the employees on reimbursements attribute d to worke TS € mployed 
in the employee services activities However, we are told because it’s a sound 


accounting principle—that such reimbursement is a connected cost of the activ- 











ity—that the employee must pay such costs. 
The qualifying amendment does not affect section 252 one iota. The Corpora- 
lirecte 


AS aire 





tion will continue to reimburse 
We have been unable to find any other group of Federal employees who con- 


+} t Y 


tribute toward any reimbursement as required by this section. Language similar 


2 appears or has been recommended for inclusion in several other 





to section 2 


Federal corporation acts as cited in the following table 





Commodity Credit Corporatior Federal Prison Industries, Inc. 

Defense Homes Corporation Public Housing Administration 
Export-Import Bank Federal Savings and Loan Insurance 
Corporations of FCA Corporatior 


ederal Crop Insurance Corporatio Home Owners’ Loan Corporation 
ederal Deposit Insurance Corporation Inland Waterways Corporation 
ederal home loan banks and Home Se nessee Valley Authority 

Loan Bank Board s Canteen Service 
Federal Housing Administratio1 Virgin Islands Company 
Reconstruction Finance Corporation 

and Federal National Mortgage As- 


sociation 


bed eed 
a 


Senate Report 861, 83d Congress, a report of the Senate Committee on Govern- 
ment Operations has this to say on page 11: “‘Several types of recommendations 
have been made that are common to most corporations and business enterprises. 
These would require payment of interest on the Government’s investment, and 
payment to the civil service retirement and disability fund and employees’ com- 
pensa tic n fund for the Government’s car tributions appl cable to employees. 
These recommendations are based on the premise that unless all ascertainable 
costs are paid by the corporations or business en te Iprises, the Congress does not 
have available to it a complete picture of the results of the operations.’”’ The 
suggested amendment does not disturb this stated premise 
We make this point: While the intent of section 252 is sound. none of the Fed- 
eral ¢ anlevent of the above agencies pay the reimbursement as is required by the 
Company-Government accounting system 

We, therefore, ask that the committee give this amendment favorable consid- 
sideration so that these charges will not be passed on to the Compan y-Govern- 
ment employees, but will still be paid for by the » company. P 

The second qualifying language change appears within the parentheses. 

2) Interest and depreciation ‘including interest and depreciation with re- 
spect to housing and other facilities provided solely for employees of the Federal 
Government and their dependents by the Corporation or the Canal Zone Govern- 
ment); and’”’ 

The present law states: ‘‘(b) Tolls shall be prescribed at a rate or rates cal- 
culated to cover, as nearly as praticable, al! costs of maintaining and operating 
the Panama Canal, together with the facilities and appurtenances related thereto, 
ancl iding interest and de preciation” italics supplied 








; 
{ 
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It is our opinion that the employee housing, service centers and commissaries 
are facilities and appurtenances, therefore, the toll rate should be set to cover 
these charges. 

The tripart rent panel recommended certain charges be eliminated from the 
employees’ rent formula. 

The Booz, Allen & Hamilton report recommends the employees’ rent be 
reduced 50 percent. 

The board of directors approve the 50 percent reduction in principle but have 
not put in effect any other plan to effect any reduction. 

The rent breakdown of charges reflected in rent, as supplied by the Booz, Allen, 
and Hamilton report indicates the following 


Percent 

Depreciation .. 23.4 
Interest 11. 4 
Total ‘ 34. 8 


This amendment would achieve the greater part (approximately 35 percent) of 
the suggested 50 percent. The first suggested amendment would 
approximately another 5 percent. 

In view of the two impartial recommendations (tripart rent panel and the Booz, 
Allen & Hamilton report) to reduce employees’ rent, we ask that the committee 
give favorable consideration to this second clarifying amendment. 

The next clarifying amendment is related to the revenues to be excluded from 


account for 


the computation of the costs of the Canal Zone Government: ‘‘(C) revenues de- 
rived from supplying goods and services to employees of the Federal Government 
and their eae nts. Revenues derived from supplying goods and services to 


employees of the Federal Gove ‘rnment and their depende nts shall not be used to 
pay any part of the costs of the Canal Zone Government.’ 

The ¢ vomp any has taken a position that revenues derived from employee trans- 
actions with the employe e services activities of the Company are revenues arising 
from transactions within the Company, therefore = excluded from the computa- 
tion affecting the Canali Zone Government. The General Accounting Office has 
questioned this policy. The first part of this sicamanel would clarify this issue. 

The Booz, Allen & Hamilton report states on page 45: “‘Without question, 
employees’ dollars now contribute to providing benefits and municipal services 
which used to be gratis. How much this costs ro 22 is unknown. Finding 
out would take a tax and accounting analysis far beyond the scope of this survey.’ 

The Company has repeatedly told the employee organizations they do not pay 
any part of the Canal Zone Government. If such is true, the Company should 
have no objections to this amendment and it will certainly reconcile these two 
statements 

Should the Company’s position be reversed, additional financial burden would 
be placed upon the employee. When this happens, further attrition of the em- 
ployees’ net earnings will take place and their compensation, to keep abreast of the 
market, will require another immediate adjustment upwards 

One point which is frequently overlooked is that the only money on the zone 
comes from the shipping interests, either from tolls or services supplied them. 
Any other financial transaction is merely a transfer of that money. Therefore, 
what difference does it make whether the shippers pay directly for the Canal 
Zone Government, or pay part directly and pay the balance to the employees so 
they can pay part? The Booz, Allen & Hamilton report and the Company’s letter 
of transmittal clearly indicate that no more money can be squeezed from the 
employee and still operate the canal satisfactorily. 

The next phase of Canal Zone affairs we would like to comment on is the 
General Accounting Office recommendation as set forth in House Document 207 
of this Congress. This is their annual report for the fiscal year of 1952. We 
have not received their report for the fiscal year of 1953, so therefore are unable 
to comment thereon. 

On page 4 of the report-——-speaking of financial statements and supporting 
schedules—we find this statement: 

“These statements do not properly present the financial position and financial 
results of operation, based on generally accepted accounting principles, because 
of the limited progress thus far made in the transition from the accounting 
requirements of a predominantly governmental spending agency to those of one 
principally engaged in commercial pursuits and organized as a corporation.” 

We feel that this philosophy by the GAO and Company auditor is the cause 
of the present employee dilemma. In private industry the generally accepted 
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inting principles takes into account the human factor of business and man- 
agement relationship. This must be done in private industry if the company 
desires to stay in business. I will quote from the rent-panel hearings on this 


‘Mr. Kapwan. Is there any question in your mind whether these excess costs 

ld be charged to the rents? s it fair to take back with one hand what is 
x el V1 t it other? 

Mr. Norue. I think this is a point which should be investigated. Under 
t f a we have ) opportunity to do otherwise—under the application of 
the forn a. 

Mr. Kapitan. Why, if there are questions raised in your mind as Comptroller 
as to the fairness of these factors, why is it not up to you to raise these with 
the Board and settle them on that level? 

‘Mr. Nore. It is certainly up to me to give the Board my best judgment. 
This is a subject I have given considerable study to and contemplate recom- 


mending to the Board on i 
In the rent-panel recommendations we find this statement: 

\ serious question is raised whether or to what extent the special charges 
should be alluwed to find their way into the rents for the effect of allowing this, 
\ the hearings, is ‘to take back with one hand what is given with the 
ther’ to the United States-rate employees. There has been a certain whittling 
f y of the special treatment traditionally accorded to United 
States-rate employees doing vital work in the zone; and it would appear that 
further invasions should not be made by indirection and without deliberate con- 
ideration of their effect The point need not be labored further; it is appreciated 
by the Company Comptroller who said that he had given it considerable study and 








contemplated making recommendations on it to the Board of Directors.”’ 





However, to date the employee has received no relief from this “generally 
accepted accounting principles’’ concept 

On page 6 of the report is found the GAO’s interpretation of the Company’s 
function and I quote: ‘‘The primary functions of the canal enterprise are concerned 
with commercial operations— transiting n to the other; run- 

ing a railroad from shore to shore; and related terminal, fueling, and other 
facilitie Fhe Company also operates a steamship line between New York, and 
the isthmus, Because of the location of these facilities (excluding the steamship 
line) in a remote area, other activities have been required to accomplish the pri- 
mary functions The operations therefore also include the furnishing of housing, 


schools, medical facilities, subsistence and other supplies, and recreational facilities 

id their dependents: the maintenance 

s of the Canal Zone and in the terminal 
i 





essential to the welfare of the emplovees : 


of santiary con“itions in the developed aré 
general supply, repair, and 


cities of the Republic of Panama; civil protection; an 


construction establishments, inclu'‘ing utility services.’ 

I suggest the committee keep this statement in mind because we feel ‘‘ Because 
of the location of these facilities (excluding the steamship line) in a remote area’’ 
iditional costs are created which must be borne by the ‘‘Primary functions of the 


a 
canal enterprise’ irregardless of a so-called ‘‘Generally accepted accounting prin- 
ciples.”’ 

On ps 7 of the report, the toll rate is described as ‘‘Tolls are levied against 





cargo-ct ing Vv ls on the basis of Panama Canal net tons (100 cubie feet of 
cargo-carrving space The present rates, in effect since 1938, are 90 cents a ton 
for laden vessels and 72 cents for vessels in ballast Noneargo vessels are charged 
50 cents per displacement ton These rates are lower than those established when 
the canal was opened in 1914 

I want to repeat this last sentence: ‘‘These rates are lower than those estab- 
lished when the canal was opened in 1914.”’ How is it possible to have toll rates 
lower no v than in 1914? Is it because “generally accepted accounting principles’”’ 
have shifted costs from the “primary functions of the canal enterprise’ to the 








employees? I can answer this much, the costs to the employee are many times 
more than thev were Also we know that general increased cost and devaluated 


dollar o er the vears affect evervthing Could it be that the “primary functions 


of the canal enterprise’’ is the so-called exception that proves the rule? It just 


i 





doesn’t make sense to us Who work on the canal 

Continuing from the report we find: ‘““The volume of commercial traffic during 
1952 was the heaviest in the history of the canal, and 1953 traffic to date exceeds 
that for the corresponding period in 1952. Statistics compiled by the Company 
for the 10-year period 1942—51 show that vessels of foreign registry comprise about 
50 percent of commercial tonnage transited or about 40 percent of total tonnage 
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including United States Government vessels. This period included the war years 


when Government vessel transits were high. At present commerical vessels of 
United States registry provide about 40 percent of total tonnage and tolls, United 
States Government vessels 10 percent, and foreign vessels 50 percent In 1952, 


9,128 vessels with a total tonnage of 34,800,000 transited the canal; tolls revenue 
was $30,400,000 or 36 percent of the total outside revenue of the canal enterprise 
Thus the importance of recording costs and recovering costs through tolls cannot 
be overemphasized, because losses incurred in the operation of the canal represent 
substantial ‘hidden’ subsidies by the Government to foreign and domestic ship 
operators.”’ I want to repeat that last sentence: ‘“Thus the importance of record- 
ing costs and recovering costs tl peg tolls cannot be overemphasized because 
losses incurred in the operation of the canal represent substantial ‘hidden’ sub- 





sidies by the Government to foreign and domestic ship operators.” secause of 
the “cost” transfer made to satisfy the accounting principles, the employee is 
subsidizing foreign and domestic ship operators. I want to make it clear here 


that H. R. 9429 and H. R. 9433 contain nothing more than conditions afforded 
other Federal employees and benefits United States shipowners given their own 
employees. The employees on the Canal Zone want to know why they are called 
upon to subsidize foreign and domestic ship operators. 

On page 8 of the report, we find this peculiar statement: ‘‘The calculation of 
costs for determination of a reasonable toll rate is a separate matter from financial 
reporting. When all cost information is available, it is an easy matter to calculate 
the toll rate on the basis provided for by law.” 

I call this a peculiar statement because it is a one-way statement. All through 
the so-called employee fringe benefits field, the Company tells us a fringe benefit 
is a cost which must be handled the same as any other cost However, this 
says the calculation of costs for determination purposes is a separate matter from 
financial reporting. The Company policy on United States rate housing, as an 
example, is one field where United States-rate employees bear all costs, while local 
rate housing costs are figured as costs for financial reporting but certzin parts of 
the costs are chargeable to other fields In this case, we feel the procedure is 
entirely correct, both legally and morally, and should be handled in this manner. 
But we raise the question, why can’t this procedure be followed in other fields of 
emplovee fringe benefits? 

At the top of page 13 will be found: ‘‘The company’s charter further provide s 
that the Company shall establish rates of tolls for vessels transiting the Canal so 
as to recover all cost of operating the waterway, including interest on the Govern- 
ment’s investment, depreciation, and an appropriate share of the net cost of Canal 
Zone Government operations.”’ on gear peo question, if the rates of tolls are 
established to recover interest on the Government’s investment and depreciation, 
why do other Government directives set this aside and interest and depreciation 
is charged ‘‘E panera service activities’? How can the Bureau of Budget give 
the Panama Canal Company an exemption to their regulation A—45 stating in- 
terest and depreciation must be recovered from the tenant, when the GAO indi- 
cates the Company’s charter states these charges are recoverable from tolls? 

On page 22 under ‘“‘Recommendations to Congress. 4. Depreciation of Canal 
construction costs” will be found: ‘‘We recommend that paragraph (b) of section 
412, title 2 of the Canal Zone Code, be amended to require that prescribed toll 
rates shall be calculated to cover adequate provisions for depreciation or amortiza- 
tion of Canal construction costs which the Company now classifies as nonde- 
preciable.”’ These construction costs, explained later, among other items include 
“‘townsites.”’ We agree that should the Congress decide the depreciation or amor- 
tization of construction costs be collected, it should be from tolls. However, we 
are fearful that in order to have a perfect cost accounting system, this construction 
cost will be applied to the present employees’ rent. It is evident that before a 
canal could be constructed, operated, and maintained, there must be workmen. 
If you have workmen, they must have a place to live. Therefore, all costs rightly 
belong to its primary reason for existence—that is transiting ships from one ocee.n 
to the other. There is also the dead-horse principle. Why should the present 
employees pay these costs when several of the construction townsites are presently 
nonexistent? We ask that should this recommendation of recovery of costs be 
acceptable, that any legislation enacted have adequate safeguard to prevent the 
costs being placed on the employee. 

“Recommendation 5. Payment of interest during construction,” also on page 22, 
presents the employee with the same problem as discussed above, except this 
legislation has been drafted and submitted to this committee for introduction 
We ask that when this legislation is considered, it be given the same considerations 
the employees requested for recommendation 4. 


48155—54———-12 
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The explanation of recommendation 6 on page 23, in our opinion is double-talk 
and confusing. It states: ‘“The Canal Zone Government facilities are a part of the 
enterprise as a whole. * * * Exemption of interest on the investment in the Canal 
Zone Government has the effect of giving financial benefits to ship operators, half 
of them foreign, and canal employees at the expense of the American taxpayer.” 
In our opinion, the intent of this recommendation is to add more expense to the 





present employees. Under normal conditions where the recipients of a civil 
government’s benefits pay its expenses, they also have a direct control of its 
management The Canal Zone resident has no control of any function of the civil 
government They have two prerogatives as far as civil government is concerned: 


1) Be satisfied with what is offered, or (2) leave the Canal Zone I am sure the 
American taxpayer generally receives many times the value paid for the alleged 
employees’ share of any Canal Zone civil government ¢ xpense, by the existence of 
the canal The overall financial benefit and military protection gained from the 
canal’s existence by the American taxpayer is far greater than these alleged 
financial benefits received by the canal emplovees 

Speaking of paragraph (b) of section 412 title 2 of the Canal Zone Code, we 


find on page 24 the following: : The requirements of the above-quoted paragraph 
give rise to certain problems concerning the allocation of the net costs of Canal 
Zone Government to the various Company activities. The use of gross revenues 
as a basis for allocation is neither equitable nor practical. The major functions 


of the Canal Zone Government are of a municipal character, such as operation of 
hospitals, a school system, and police, fire, and sanitation, and street departments. 
In commur throughout the United States, taxes to pay these costs are generally 


obtained throug! | 


ties 





assessments against real estate and personal property. Further- 
more, ship traffic through the canal in the past has at times been subject to major 
fluctuations, often unpredictable and always beyond the control of the Company. 
Revenue from tolls, therefore, which has increased or declined from year to year, 
represents an unstable base for allocating fairly constant costs. Thus when tolls 
revenue is relatively low, a greater share of Government costs would be borne by 
other operating activities of the Company and would be reflected in prices charged 





for their services. This would affect Company employees (rentals, utility rates, 
and food prices), shippers (prices for supplies, dock service rates, etc.), and 
Panamanian merchants (transportation and dock service rates). In years when 
tolls revenue is high, ship operators would bear a greater share of Government 
costs.”” * * * “The gross investment in fixed properties method is comparable 


to that used by United States municipalities in levying local taxes; it is stable; 
and a similar base is used by the Federal Power Commission in determining fair 
returns in utility rate cases.” 

Here again I am afraid the accounting minds have lost sight of two very im- 
portant facts: (1) The great American concept of life, and (2) the reason for the 
Canal’s existence. 

I am sure the members of this committee have not forgotten the Boston Tea 
Party and such statements as ‘‘Taxation without representation is tyranny.” 
The franchise to vote and taxation go hand in hand. No real United States 
citizens will stand for local taxes being placed on them without a voice in how the 
money is to be spent. Furthermore, we don’t believe this or any other Congress 
will approve such a proposal. 

With respect to reasons for the canal existence, omit the Company employees 
and what do we have left? Shippers and the product they sell—transportation. 
Therefore, what difference does it make whether it is paid from an activity account 
or direct tolls? If it wasn’t for the ships and shipping there would be no need 
for the canal or the Canal Zone Government 

The last paragraph on page 25 under ‘“‘Recommendation 8. Direct payments to 
the canal organization by other agencies,” follows: ‘‘The canal organization 
performs many services for the benefit of other Government agencies and their 
military and civilian personnel without full reimbursement for the costs incurred. 
The costs of these services may amount to $1 million or more a year. They 
arise mainly through maintenance and construction of streets and highways, 
maintenance of defense facilities, and operation of a school system, a postal 
service, hospitals, and a police force. If the canal organization is to be on a 
sound, self-sustaining basis, the other agencies should pay for these services.”’ 

This in our opinion is another cause of the employees’ troubles. Before, during, 
and after the hearings on Public Law 841, 8lst Congress, there has been this 
question—Was the canal built for the defense of the United States or as a 
commercial enterprise to save time and money in world commerce? There has 
never been anyone with enough backing to say the canal is a commercial enter- 
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prise and removed all military aspects from the Canal Zone. Therefore, we 
don’t see how the military value of the canal can be minimized. Therefore, the 
United States taxpayer can expect to pay his share of the Canal Zone costs. But, 
putting it bluntly, the Canal Zone employees feel that because this military- 
commercial angle was not settled by Public Law 841, 8lst Congress, they are 
required to subsidize shipping by accounting costs which have been passed on to 
them. 

It appears odd to the average nonaccountant mind that the report on page 23 
states ‘‘Operation of the canal is the basic United States Government activity on 
the isthmus. All other activities, civilian and military, are carried on because of 
the existence of the canal,”’ while their apparent policy is that civilian activities 
must be self-supporting. I don’t know of any private enterprise that requires each 


separate department of the enterprise to be self-supporting. It is sufficient that 
the enterprise as a whole makes a profit. Have vou ever heard of a logging com- 
pany requiring its railroad to be self-supporting? 

teference is made on page 32 to the housing program. This statement, in 


our opinion, is of vital importance to the United States position on the Canal 
Zone: 

“In reappraising the program, however, the management based future housing 
needs on the requirements of present personnel. In our opinion, this is entirely 
unrealistic, because we believe that the number of employees can be reduced by 
proper long-range planning and that certain United States-rate jobs can be assigned 
to local-rate employees. Local-rate employees require a less costly type of house, 
and the number of local-rate employees to be housed in the Canal Zone needs 
further consideration.” 

These questions should be answered: 

1. How much insurance does the United States want on the correct operation 
and maintenance of the canal? 

2. What obligation has the Canal Zone government and Panama Canal Com- 
pany to United States citizens? 

3. Has the canal fallen into the class of a foreign airbase, Navy base, or other 
military installation which is expendable? 

4. If it’s a matter of cheaper labor, why not hire coolie labor? 

The following is the force report as of March 31, 1954 This does not include 
employees in the United States or Panama Line employees. 


Full time Full time 
Agency United States! and w. a. « Total 
rate local rate 
Panama Canal Company 2, 669 10, 096 12, 765 
Canal Zone Government 1, 191 1, 137 2, 328 
. — ih i diese di diandiclade dl dat tinea) ij oun 3, 860 11, 233 15, 093 


This is an overall ratio of 3 indigenous employees to every United States citizen 
employee. However, the Panama Canal Company should be considered which 
has a ratio of 4% indigenous employees to every United States citizen employee 
when the administration and general employees are omitted from the figures 
(425 United States and 68 local rate). 

We believe the replacement of United States citizens with indigenous workers 
has far passed a sensible position. In case of trouble, we know 3,860 United 
States citizens will have a hard time keeping the canal operating. 

This item is covered again on page 33:9. Maximum Utilization Of Local Rate 
Labor.” It states: ‘‘The local rate occupational high school curriculum has not 
yet been revised to include training in all the skilled crafts which would enable 
local rate employees to qualify for positions similar to those now held by United 
States rate employees.”’ From this statement there is no doubt the GAO wants 
to turn the operation and maintenance of the canal over to indigenous employees. 
It appears to be a little far fetched that the GAO wants the United States employ- 
ees on the zone to pay a share of the cost of preparing indigenous workers to take 
their jobs. That in reality is what they are asking when they state the employees 
should pay a share of the Canal Zone government operation. 

Under the heading of ‘‘Health Bureau” on page 36 of the report, reference is 
made to the desirability of a hospitalization plan for zone employees. We desire 
to point out that we have had a committee investigating this issue. The com- 
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mittee failed to produce a satisfactory plan. Here again, I am afraid that the 

GAO has forgotten that the Canal Zone is not within the United States. 
President Eisenhower has stated it was the present administration’s plan to 

include a contributory hospitalization plan for all Federal employees. However, 


no such plan has been forthcoming 






On page 37 under “Engineering Division” will be found: ‘‘Reduce the main- 
tenance and construction force, and use outside contractors to the maximum 
extent The GAO either forgot or thought it of no importance that the Canal 
Zone is not in the United States The theory would probably work out satis- 
factorily if the Canal Zone was in the United States where there would be com- 
netitive bidding. and the work would be done bv United States citizens. This 


policy, if followed, will be another step in turning control of the Canal to indigenous 


Under the heading of ‘‘Activities—General,”’ starting on page 37 is a discourse 


on the operations conducted the Panama Canal Company and the Canal Zone 

vernment They break the activities down into 3 groups: ‘‘(1) Functional 
activities chiefly concerned with serving the general public and other Government 
agencies, such as the operation of the canal, terminals, railroad, and steamship 
iné 2) activities required to support and maintain these functional activities, 


as the general supply, construction, and repair, utilities and transportation, 
and engineering services, and (3) activities required to support, maintain, and 
govern the communities in which the employees of the organization reside.” 


The GAO then states that there is no clear-cut distinction between the 3 classifi- 





catio While this may be true to their way of thinking, we do not agree. 
Remove item No. 1—the operation of the canal, terminals, railroad, and the 
teamship line—items 2 and 3 will soon be nonexistent They point out added 
expenses to the Canal Zone Government caused by the military operations on the 
zone and in other places in this report, they make recommendations the employee 
pay a share of these expanded facilities I want to quote one sentence from page 
38 It obvious that the canal organization and its primary mission constitute 


the sole reason for the existence of the whole Government operation in the zone.”’ 
How can they make this statement here, and in another part of the report say 
mployee must carry any part of the burden of paying the expenses attached 
to its operation? 


I would like to direct attention to the figures and statements on page 46 regarding 


commissary operation. This name “commissary” has caused the employees no 
end of trouble \ great many people automatically associate commissary with 
iow prices This could not be further from the truth when applied to the Panama 
Ca il ( ompany commissarie TI ese startling figure SW ill prove our point In 


the 5-vear period 1948 to 1952, the cost of goods sold has decreased from 
376,073 to $18,940,384, a decline of 33.3 percent, but in the same period the 
income earned and applied to general corporate expenses increased from about 
$800,000 to $1,400,000, an increase of 75 percent. The normal increase in cost 


S28: 


of living was bad enough during this period, but when a facility can increase its 
earned income 75 percent with a 33.3 percent decrease in business, it’s time some- 
° was done When the GAO states, ‘‘In fact, they (speaking of commissaries 
and clubhouses) are the Company activities with which the employees and other 
residents must deal most frequently’? they understate the case. The commis- 
saries and clubhouses are the only facilities on the Canal Zone supplying such 
services Also the phrase “and other residents’? may lead someone to believe 

ere were sufficient number of other residents on the Canal Zone to consider. 

The 11 percent increase in gross markup—18.93 to 29.93 percent—in 5 years 
is cause for concern to the employee 

Pages 46 and 47 cover the housing operation which has been discussed previously. 

It. is evident that there was a lack of complete information when this statement 
on page 49 was written: “They (referring to policemen) were eligible for retirement 
after 20 years or more of service and after reaching 50 years of age. This retire- 
ment plan is similar to that of field agents of the Federal Bureau of Investigation.’’ 
The Canal Zone police retirement is not “‘similar’’ to the field agents of the FBI; 
it is the “‘same’’ system. What the report failed to consider, is thé conditions 
placed upon employees of both organizations before retirement is granted. I 
quote from section 1 (d) of the Civil Service Retirement Act of May 29, 1930, as 
* * * may, on his own application and upon the recommendation 
of the head of the department or agency in which he is serving, and with the 
approval of the Civil Service Commission, retire from the service * * *.” It 
appears to us the GAO is unduly alarmed to point out a condition which requires 
agency approval in,addition to the Civil Service Commission approval as more 
liberal than conditions warrant 








amended 
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This concludes our comments on the audit report. 

We would now like to call your attention to a few fringe benefits which may 
be given to Federal employees generally, but when applied to the Company- 
Government employees will be recoverable from them in the form of increased 
prices and rent unless something is done to change the Company-Government’s 
accounting procedure 


President Eisenhower in his economic report transmitted to Congress on 
January 28, 1954 stated: “It is recommended that Congress include in the insur- 
ance system the 2.5 million Federal civilian employees, under conditions set up 


by the States in which they last worked, and that it provide for Federal reimburse- 
ment to the States of the amount of the cost, estimated to be about $25 million 
for the fiscal year ending in 1955.” 

This is before the House Ways and Means Committee as H. R. 6537 and H. R 
6539. Hearings have been completed before this committe¢ 

Philip Young, Chairman, Civil Service Commission, in his statement on the 
administration’s legislative program for Federal personne] manage 
before the House Post Office and Civil Service Committee, on March 30, 1954, 
said: ‘‘Two other important proposals contained in the President’s statement 
should increase employee satisfaction in the Federal service. One calls for a 
program of contributory group life insurance, on a voluntary basis, for all Federal 
employees. The other would set up a program of contributory medical care and 
hospitalization insurance open to all Federal employees on a voluntary basis. 
Specific proposals concerning these two programs for Federal employees will be 
sent to Congress sometime later in this session, We hope that these proposals 
can be worked out as a joint product of the thinking of the legislative and 
executive branches 

The contributory group life insurance is before the Senate Post Office and Civil 
Service Committee as 8S. 3507, and before the House Post Office and Civil Service 
Committee as H. R. 9462. Hearings have been completed on 8S. 3507 

Public Law 299, approved February 20, 1954, a fringe benefit bill to increase the 
gratuity payments to alien employees of the Company-government points up 
another employee problem. There are certain fringe benefits given all Federal 
employees by law Public Law 600, 79th Congress, as amended, is one such law. 
It provides certain transportation expenses to employees of the Federal 
Government. 

H. R. 179, a bill to amend Public Law 600, 79th Congress, has been reported 
favorably by a subcommittee of the House Government Operations Committee. 
This bill will authorize leave travel to the United States once every 2 years for all 





nt nade 
‘ made 





Federal employees overseas. This is part of the Booz, Allen & Hamilton recom- 
mendation No. 4. The cost of this type of law is borne by the agency In the 
Company-Government it is recovered from the activity. Therefore, that which 
is furnished some Federal employees as a fringe benefit, is recovered from the 
Company-Government employee. We, therefore, ask that the committee spell 


out that all employee fringe benefits be recovered from the Company’s primary 
purpose, ‘“‘Transiting ships from one ocean to the other’’ and not from the employee 
services. 

We wish to thank the committee for being patient and allowing us to present our 
case. It is of major importance to the employees and in our opinion one of grave 
importance to the efficient operation of the canal. 

We close with this quote from Philip Young, Chairman of the Civil Service 
Commission: ‘‘The Government will achieve more efficient and economical opera- 
tion through attracting and keeping competent and loyal personnel.” 

Thank you. 

Exuisir No. | 


Number of full-time United States citizen employee s by methods of compensation 
Panama Canal Company-Canal Zone Government (excludes aliens on United 
Stotes rate scale and education subgroup) Mar. 9, 195 


Company CGiteinitiiens | Total 
GS schedule : 1, ( 48 1 4 
CPC schedule 99 1 100 
Administrative group ‘ 4 106 2 
Wage board ---. sine ‘ 1, 301 7 1, 308 


Total 2, 569 897 








Fy time United States Citizen Classification 


Classification Act 


Number of | 
GS grade: employees | CPC grade: 
] 2 ] 
2 59 2 
3 207 | 3 
t 162 | j 
5 278 5 
6 143 6 
7 180 7 
R 1O o. 
9 131 | 9 
10 54 | 10 
I SS 
12 65 Total C] 
13 50 
14 2 
15 7 
t ) 
17 0 
1s 0 
Pr il Compa G eri 
é Gs empk ] { 
Ful me Unite ‘S é ge ¢ 
Hourly rate range l | Hourly rate rar 
$1.61 to $1.70 j $3.31 to S 
$1.71 £1.20 $3.41 to S 
$1.81 to $1.90 ; $3.51 to &: 
$1.91 to $2.00 0 $3.61 to S$ 
$9 01 to $2.10 1] $3.71 to $ 
$2.11 $2.20 $3.81 to $ 
$9 91 to $2.30 $3.91 to $4 
$2.31 to $2.40 j $4.01 to $4 
$2.41 to $2.50 30 $4.11 to $4 
$9.51 to $2.60 18 $4.21 to $4 
$2.61 to $2.70 102 $4.31 to $4 
$2.71 to $2.80 358 $4.41 to $4 
$9 81 to $2.90 70 $4.51 to $4 
$2.91 to $3.00 27 $4.61 to $4 
$3.01 to $3.10 58 
$3.11 to $3.20 Sf Total 
$3.21 to $3.30___ 34 
Full-time United States citizens in the administrative qr 
employees not 7m l ide d ; 
Salarv range: Total | Salary range—C 
$3001 to $3.500 & | $9,501 to $10,000 
$3.501 to $4,000 0 $10.001 to 
$4. 001 to $4,500 30 $10,501 to 
$4,501 to $5,000 67 $11,001 to 
$5.001 to $5.500 163 $11,501 to 
$5.501 to $6,000 § 1] $12,001 to 
$6.001 to $6.500 22 $12,501 to 
$6.501 to $7.000 13 $13,001 to 
$7.001 to $7.500 13 $13,501 to 
$7,501 to $8,000 10 $14,001 to 
$8,001 to $8,500 l $14,501 to 
$8,501 to $9,000 13 | 
$9.001 to $9,500 0 Total ay 
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Act « mplo /ees 


positions 


GOVERNMENT 
(excluding 83 aliens in 


Number of 
employees 


0 
0 


0 

8 

4 

36 

20 

13 

11 

Ss 

’C employees--. 100 
e—Continued Total 

10 38 

50 39 
60 3: 

70 73 

RO 16 

90 a 56 

00 { 

10 20 

20 9 

30 e 13 

40 3 

-¢) 

60 0 

1 


8 
o 8 


1 


' 


roup education subgroup 


Yontinued Total 


$10,500____ 
$11,000___ ean 14 
Soe. 
$12,000___  . 5 
$12,500_._ -' 1 
Bin ooo... 47 
$13,500__ a : 1 
$14,000__- 0 
8) 0 
$15,000_____ = 2 
eee 502 


There are approximately 250 United States citizens employed in the educational 


subgroup during the school year 






ae 


esis 


it oho naa 
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Exnuisir ITI 


CANAL ZONE GOVERNMENT PosiTIons SuBsEcT TO CoMPETITIVE Crvil 


When titles listed appear within other position 


I 


Clerk, Appointment), it has the effect of making such 


' titi 


peti 


Accountant 
Administrative assistant GS—9! 
Administrative officer GS—9! 
Architect 

Auditor, government 

Book ke per 

Chemist 

Clerk (paying more than $175 per month 
Construction cost analyst 

Dictating machine transcriber 

] titian 

Draftsman 

Employee counselor 
I;mplovee relations assistant 
] my lovee relations officer 
kixaminer, claims 
Iexaminer, voucher 

T 

I 


fistopathology technician 


\edical officer (physician and surgeo 
\ledical ( cial 

Nu 

Operator, addressing machine 

Operator, bookkeeping machine 
Operator, calculating machine 

Operator, card punch 

Operator, miscellaneous office appliances 


Operator, multilith 

Operator, tabulating machine 
Per ynnel aide 

Personnel assistant 

Pr SOI nel officer ms 13! 
Pharmacist 

Playground director 

Position classifier 

Postal clerk 

Records administrator 

Records analyst 

Salary and wage analyst 
secretary 

Statistical illustrator 

Statistician 

stenographer 

Storekeeper 

Supervisor, card punch operation 
Supervisor, file 

Supervisor, machine address unit 
Supervisor, mail 

Supervisor, mail and file 

Supervisor, payroll 

Supervisor, price and billing 
Supervisor, property and supply 
Supervisor, reproduction plant 
Supervisor, reproduction plant assistant 
Supervisor, tabulating machines 
Supervisor, time, leave and payroll 
Supply assistant (general) 


Supplv cataloger (general 





1 Indicates not competitive above grades shown. All other positions are exempted from compe 


requirements 


nonlisted 
e Supervisors of basic designations listed Example 
ant) are also subject to competitive requirements: 


t 


SERVICE 


Example: 
positions com- 
Supervisory Account- 


itive 








1S(Q) PANAMA ( 


I 


Pupp LIStr ition assistant 
pu re lirements assistant 
Tabulat planner 
Timekeeper 

Traffic inager 

Tra cer 

J 

Co m of 1ge rales of cé 


$ 
Mt 
I 
( 
$ 
BI 
Mf 
1 
( $3 
( 
Mt 
I 
¢ 
M 
BI 
Mt 
'Tr 
Nt . 
VI 
RI 
BI 
( 


ANAL COM 


PANY AND CANAL ZONE 


xHipit [J—continued 


truction materials 


III 


EXHIBIT 
tain standard craft positions 


POR MOUTH, N. H 





14 
RR g RR $1. 88 RS 
BOSTON, MASS 
$2 $3. OK $2.7 $3. 
2.18 224 
EW YORK, N. ¥ 
$3 4 $3 3 $2. % $3. 40 
" - 2 2 ) 
2 2. 23 2.18 
PHILADELPHIA, PA 
$ $3. Af $ ( $ 4 
2 198 9 é 
( ) 
8 4 2. 14 2 
OUTH, VA 
“ $2 $2.8 
2. ( $2. 03 $2. ( 


GOVERNMENT 


in naval shipyard areas 


il | Effective date 


$1.89 | Current 

R Do 

RR eptember 1953 
$1.97 | Current. 





$2 35 Current 

2 Do. 
January 1954 
February 1954, 


2.17 August 1953. 
$2.09 | Current. 
9 Do. 


January 1954 (July 
1953 
2. October 1953, 


May 1954. 


Current. 
Do. 


January 1954. 


February 195 


2. 03 


go 
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Exurpit I] I—Continued 




















Con parison of wage rates of certain standard craft positions in nat sh DY urd 
areas Continued 
CHARLESTON, S.C 
2 Cc ; S « 
Boil i Electri Ma Pipe - Eff 
be YT ' ; +? 
I YT 
( $2 ‘ $2. 2. s 7 S > $9 ( l 
M t 2 2. 28 2. 2 2 D 
BLS 
( ict 7 { 
{ 
M 
Navy rd 2 Ol 1. 92 2 01 > (1 9 2 01 ) hy 1059 
ie pad a « «6 hes 
PT I Ol D. W { 
Ur 
Co $ ¢ $9 8 ¢ $9 ( 
M ( , 2 9 D 
BI 
( 9 ) ) 
} y pyal 2.19 2 } { 
A iA { 
( $ ¢ ( 
M ( 2 2 S 1) 
BI 
( ) ? ~ J J 
f { J $ 
Nav \ 2. 24 { 2 { ] 
LOS ANGELES, CALI 
Ur 
y ri S > 7 4 ) S , S S NS ( 
0 678 3 1.88 ) 
BL 
( tri ( 2 2 2 J l 
M t ne 2. 21 ). 37 ? M 154 
Navy yard 2.1 2.10 2.17 2 2.17 2.1 Ju 
TE 
Che union construction rates were supplied by ~ @ f I i th irea Many of thess 
rates are increased by employers’ contributions t ilth, welfare and/or vacation funds, hese rates were 
in effect on May 1, 1954 
Che union mait e rates were supplied by t A. { L. trade unions in the area These rates were 
in effect on May 
Che BLS construction rates were supplied by the Bureau of Labor Statistics, Department of Labor. 
The two dates indicate the dates on which the rates were reported 
lhe BLS maintenance rates were supplied by the Burs I rst tics, Department of Labor Che 
date used is the date the rates were reported 
Navy shipyard rates were supplied by the Department of the Navy Che dates used are the effective dates 


and all rates are still current 
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Exuipit [IV 
Cl fication of major labor market areas according to relative unemployment ! 


Joint Economie Report (p. 9 H. Rept. 1256, 83d Cong 


Novem-| Janu- |Novem-)| Janu- Novem-|Novem-|Novem-| Janu- 


Area ber ry ber ry coor ber ber ber ry 
1948 1949 1949 1950 1950 1951 1952 1953 
Oakland C D D D D B A A B 
H Irg A A C D C B A A A 
New York D D D D D Oo CO B Cc 
Balt f B D ) D D B A B 
( 
} T 


A 
B A A A A 
, A B 


Source: Bureau of Employment Security, Division of Reports and Analysis, Washington, D. C., Apr. 


of 


When ratio of unemployment to Narrative description 
labor force was classification code 








A Under 3 percent right or balance labor supply. 
B 0 to 4.9 percent Slight labor surplus 

Cc 5.0 to 6.9 percent Moderate labor surplus 

D 7.0 to 11.9 percent Substantial labor surplus 

I 12.0 percent and over Very substantial labor surplus. 


ExuHisit V 
Navy DEPARTMENT WaGE AREAS 
Pp. 193-206 


[Hearings on 8S. 2285, 80th Congress, supplied by Rear Adm. P. B. Nibecker, Chief, Office of Industrial 
Relat , April 21, 1948] 


SAN FRANCISCO BAY LABOR-MARKET AREA 
P. 205 


The geographical area covered in the San Francisco Bay area wage survey 
extends from Vallejo on the north (to include the business and industrial area 
immediately contiguous to the Mare Island naval shipyard) to San Jose on the 
south (to include the business and industrial area immediately contiguous to the 
naval air station, Moffet Field) and includes the entire counties of San Francisco, 
San Mateo, Santa Clara, Alameda, Contra Costa, and a small portion of the south- 
ern part of Solano County (towns of Vallejo and Benicia). No industry of any 
size exists in Marin County, immediately north of San Francisco, Consequently, 


t. 





no contacts were made in that cour 

It was recognized by the committee that the possibility of workers commuting 
from the extreme limits of this area to any other extreme limit is unlikely. How- 
ever, the activities in the center have had, and do at present have, the direct 
competition of the outlying areas, and to a certain extent the outlying areas do 
draw upon the population living more centrally in the area covered. It was con- 
sidered necessary to include the San Jose-Sunnyvale area (adjacent to Moffett 


Field The naval air station at Moffett Field is sufficiently close to the naval 
air stat at Alameda, with a sufficiently large number of similar and identical 
ratings that a difference in wage rates between the two activities would work a 
lefinite hardship upon the naval air station, Moffett Field 
By accepted custom, the counties bordering upon the San Francisco Bay are 
regarded as an economic and industrial unit. The War Department uses approxi- 
ute e same area in its wage r \ 


‘ re systems, the San Francisco-Oakland Bay Bridge, the Car- 
quinez Bridge, the San Mateo Bridge, the Dumbarton Bridge, and the Golden 
Gate Bridge effectively reduced the barrier to commuter flow in the area that 
ient and rapid motor bus 
rural areas on both east and west 


" 
sides of the San Francisco Bay greatly facilitates commuting 


would normally be expected. Similarly, reasons 
° : 


from st 





and train c¢ iting servic 





— 
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MECHANICSBURG, PA., LABOR-MARKET AREA 


(P. 201) 


“The geographical area selected for this wage survey is the southwestern area 
of Dauphin County surrounding Harrisburg and Steelton and the eastern half of 
Cumberland County consisting of the Mechanicsburg and Carlisle areas. 

‘This geographical area was selected as it is considered to be the labor market 
for this activity since the majority of employees live within its limits.” 


NEW YORK LABOR-MARKET AREA 
P. 201—202 


“The geographical limits of the area comprising this wage survey, known as 
area 1, Metropolitan New York, are: The five counties making up the city of 
Greater New York; namely, Kings, Queens, Manhattan, Bronx, and Richmond; 
the neighboring Long Island county of Nassau; and the nearby northern New Jer- 
sey counties of Hudson, Essex, Bergen, and Union 

“‘Decision as to the geographical limits of the area herein defined was made at 
a meeting of the wage survey committee, to which were invited representatives of 
the four large Long Island activities. This group discussed the subject from their 
experience in recruitment, the official personnel records of the activities, the 
transportation facilities in the area and unanimously agreed that, in the area so 
defined, a single labor market, under the definitions provided, is represented. 
Such decision precluded the need for establishing a separate Long Island area, as 
was originally considered possible.” 


ANNAPOLIS-BALTIMORE, MD., LABOR-MARKET AREA 
(P. 196) 


“The area covered by this survey included Anne Arundel County and Harford 
County as they were the areas in which the naval activities concerned were 
located. Due to the fact that employees in these activities in many instances 
were drawn from and commuted from the Baltimore area, Baltimore City and 
Baltimore County were also included. After serious consideration of all com- 
panies from which applicable data could be gathered, it was determined that most 
of these companies to be surveyed were in the Baltimore area.” 


ORANGE, TEX., LABOR-MARKET AREA 
(P. 202) 


The geographical area covered by this survey is the area from which the 
preponderance of the labor in this vicinity is drawn, consisting of ! Beaumont 
and Port Arthur (Jefferson County, Tex.), and Orange County, Tex. The labor 
market in this area was established within these boundaries by war contracts in 
the area during the war. 

“The major towns in this area, namely! Orange, Tex., Beaumont, Tex., and 
Port Arthur, Tex., are all within a radius of 40 miles of each other, consequently 
the commuting habits of the workers are conformed to this pattern; there is a 
great deal of intercities and overlapping communities and 35 to 40 miles makes 
very little difference for the workers to drive to work. There are no special geo- 
graphical features involved in this area, the terrain being the same throughout. 
The only differences in these coastal counties is the distance between towns.” 


ST. LOUIS, MO., LABOR-MARKET AREA 
(P. 206) 


“The city of St. Louis and the adjoining area falling within approximately 10 
miles of the city limits. This area will include East St. Louis, Alton, Kast Alton, 
Granite City, Madison, Monsanto, Wood River, IIl., and Belleville, Ill. 


1 Lake Charles, La., deleted from area. (Letter from Department of Navy April 26, 1954 
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Exuisit VII 


Resident and nonresident tuition and fees per 


State iniversities, 


Institution 


tions list 
ons listed 


u 
Polytechnic Institute 
y of Alabama 
ity of Arizona 
ity of Arkansas 
ity of California 
io Agricultural and Mechanical College ! 
i lorad 


of Colorado 


la 
t 











lr 
ersit Indiana 
e College 
e University 
ate Colle 
ty of Kan 
it Ke icky 
+ State Universit 
husett f Technolog 
{ f +t 
y of Mi t 
ppi State Colle 
ty M Dp 
Missou 
4 Sta Coilege 
M 11 eT 
T ‘ f ka 
{ ) vada 
University of New Hamy re 
Rutgers University (New Jersey 
New Mex Agricultural and Mechanic Arts College 
y of New Mexico 





» University 

a Agricultural and Mechanical College 
University of Oklahoma 

1 State C lle t 

sity of Oregon 

isylvania State College 

rsity of Rhode Island 

n Agricultural College (South Carolina 
University of Sou ‘arolina 
South Dakota State College ! 
University of South Dakota 
University of Tennessee ! 


Agricultural and Mechanical College of Texas 








niversity of Texas 
niversity of Utah 
tah State Agricultural College ! 


| 

Ty 

U 9 ¢ 
University of Vermont ! 

1] 

V 








niversity of Virginia 
ginia Polytechnic Institute ! 
State College of Washington ! 
University of Washington 
West Virginia University ! 
University of Wisconsin 
University of Wyoming! 


Land-grant institution 
* No distinction between resi 





ent and nonresident. 


Source: Catalogs of institutions (Office of Education 
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Mr. Dies. Mr. Munro, I see that what you are interested in is 
the compensation that is paid to the Canal Zone workers. 

Mr. Munro. That is correct. 

Mr. Dies. Let me suggest that you tell us in your own language, 
now, just what is wrong with it, and what ought to be done. 

Mr. Munro. Yes, sir. 

Mr. Dries. I mean, I believe we could boil it down to where we 
could understand the thing, and you could just tell us exactly what 
it is that is wrong down there, and what you think ought to be done. 

Mr. Munro. I have a few pages marked in the statement, which 
do exactly that. On those pages it is boiled down to the highlights 

Mr. Dies. Where? What page is that? 

Mr. Munro. It is scattered through the report. 

Mr. Dies. Oh; all right. 

Mr. Munro. I would first like to call your attention to the com- 
mittee’s unique position in the management of the Panama Canal. 
In private industry, employee representatives sit down with man- 
agement and work out their toe Public Laws 808, of the 
80th Congress, and 841, of the 8lst Congress, authorize the Panama 
Canal Company and the Canal Zone Government. These laws, in 
coordination with the Canal Zone Code, set forth the duties and 
responsibilities of the Governor of the Canal Zone and the Panama 
Canal Company. However, in the last few years, committees of 
Congress, the Bureau of the Budget, and the General Accounting 
Office have endeavored to take over these duties and responsibilities 
and operate certain sections of the Company’s business, either by 
law, ype mig or recommendations. ‘There has been no coordina- 
tion of effort by these agencies, with the result that the employee 
has been caught between the crossfire. 

Because of the many agencies involved in trying to operate the 
Panama Canal, the employees are unable to sit down and work out 
their problems with any one unit. Therefore, I am presenting our 
case to you in much the same manner as any employee group presents 
its problems to the management of a private company. 

Mr. Dies. Right at that point, why could not that be corrected by 
some sort of bill designating certain people as the bargaining agents 
for the Panama Canal, and try to get a little order into it, where you 
would have 3 or 4 people who would have the authority to meet with 
you and to try to work it out? 

Mr. Munro. That is already taken care of by Public Law 808 and 
Public Law 841; but the other agencies step in and, by regulation, 
or law include the Panama Canal Company. That is one of the ques- 
tions that has come up. When you ask the Governor if legislation is 
necessary, he says ‘‘Yes.’”’ My people tell me “No.” 

Mr. Auten. Mr. Munro, are you not referring, in part, to the 
statements put into some of the reports of the Appropriations Com- 
mittee, in attempts to limit the use of the funds by those, as a manner 
of regulating the Panama Canal? 

Mr. Munro. That is part. 

Mr. Auuen. I think it would be interesting if you would describe 
this ‘‘shirt-sleeve’’ type of conference, the type of thing they have 
down there. 

Mr. Munro. There are two conferences monthly on the Canal 
Zone—one, that we call the shirt-sleeve conference, was set up by 


aneap tele 
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labor 3 or 4 years ago. They meet with the Governor and talk over 
the civic problems the employee has. The other one is strictly the 
labor group, talking about personnel, management, and labor rela- 
tions. It was originally intended to be a two- way confere nee, but in 
recent years it has been more or less a monologue—we do all the talk- 
ing, and the Company does all the listening. 

Originally, the intention was—at least it was our intention—that 
the company ‘vould talk over their problems with us, so that we would 
understand why they had to do certain things. That has never come 


about. They just tell us, ‘“So-and-so is going to be the situation, as 
of today’’—or “as of next week”—and release it to the press at that 
time. 


Mr. Dies. Is it a matter of bargaining? 

Mr. Munro. There is no bargaining to it, whatever. 

Mr. Mumma. You mean to say that they just listen, and that is as 
fas as it goes? 

Mr. Munro. Practically, yes. We bring in our problems, and they 
listen; and if there is a remedy that they wish to put into effect, they 
might go ahead and do it. But on other problems, of which we know 
nothing, they do not consult us; they just come out and tell us they 
are going to do so-and-so. The discussion is only on problems that 
we bring up. 

Mr. Mumma. Could that be interpreted to mean that you just do 
not get everything you want? 

Mr. Munro. No, sir; I would not say that. What I was trying to 
bring out was, instead of a two-way policy, the company just tells us 
what they are going to do—and that’s it. 

Now, on problems that we bring up, of course, there is consideration 
given, and we understand at least why we do not get what we ask for; 
which makes it very profitable, both for the company and for the 
employee: they know why they can’t receive certain benefits. That 
was the object of the meetings. 

Mr. Mumma. I do not want to be provocative, but I have only been 
here a minute. But the first statement you made was that you do 
not get anything; and then, your second statement was that they do 
give you something. 

Mr. AuLEN. Mr. Munro, is it true that, except for those two con- 
ferences, down there, your other avenues of approach are through 
such committees as this, or the Appropriations Committees, and pos- 
sibly some other agency in Washington? 

Mr. Munro. That is correct. In other words, there is no appeal 
from the Governor’s decisions and regulations, other than to a com- 
mittee of Congress. In the case of increases in rental rates, some time 
back, we went to the Pentagon Building and talked to the stockholder 
of the company, and he authorized a hearing on the rent situation. 
Recommendations were made, some of them were put into effect; 
others were not. I was going into that a little later. 

Mr. Dorn. That did not seem to have helped anybody. Mr. 
Brownlow said the morale was very high, as did Mr. Welker. Mr. 
Brownlow was speaking for labor, Mr. Welker for management. 

Mr. Munro. I believe the statement was “relatively good,” in- 
stead of “high,” if I heard that statement correctly; | was very much 
interested in that statement, at the time. Relatively good, as com- 
pared with—— 
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Mr. Dorn. Compared, you mean, with the States? 

Mr. Munro. With the States; that is right. 

Mr. Dorn. In other words, it would probably be better for the 
States? 

Mr. Munro. And at the time Mr. Brownlow mentioned the fact 
that the Booz, Allen & Hamilton committee’s report had been made 
available. 

I would like to point out at this time the thinking of the people 
on the Canal Zone. He mentioned the report as made public. In 
other words, they took it for granted that the Booz, Allen & Hamilton 
report would immediately go into effect; and, naturally, they were 
relatively happy over the findings of the Booz, Allen & Hamilton 
report 

Mr. Dorn. Do you mean to say that you disagreed with Mr. 
Brownlow, and you feel that the morale is relatively or entirely too 
low ? 

Mr. Munro. I would like to modify that thing by saying it depends 
upon the time. In other words, it has been high, and it has gone all 
the way down to where it is nonexistent. 

Mr. Mumma. You mean the time of the year when it got especially 
hi ch, down there? 

Mr. Munro. No, by the actions of the different agencies on the 
Canal Company’s policy 

Mr. Mumma. You think they created an atmosphere for the purpose 
of atmosphere down there? I get it. Don’t you think that could be 
corres ted by you people, OI by somebody, down there? To my mind, 
those people down there are above the average, and quite a few 
ertainly ought to see to that. 

Mr. Dies. Mr. Chairman, why can we not get the witness to tell 
us what is wrong down there? He started with Brown. ‘Tell us what 
IS wrong, and how it oucht to be corrected. That is what I am 
interested in. 

Mr. Autuen. I think the witness has prepared this statement, and 
he is prepared to go through t taking possibly 10 percent of the time 
that it would take to read it If there is no objection, I suggest that 
we now let him go through with the statement as he proposed to 
present it, and then, if there are questions, that we withhold them 
until he has finished. 

Mr. Mumma. Very well. 

Mr. Munro. Many of our problems are management problems, 
but when we try to iron out our difficulties, the Panama Canal Com 
pany management counters they have to do this or that because 
someone else says it has to be done that way. That is No. 

Mr. Dies. That is true of the whole Government service? 

Mr. Munro. That is perhaps so. 

I will try to present a case in a concise manner and not bore you 
with apparent petty conditions. Should some of these conditions 
seem petty, I ask of you to consider the effect of the accumulation of 
these conditions on the overall employment of a United States citi- 
zen in a foreign tropical country. 

I call your attention to the statement made by Congressman 
Weichel, before this committee. on page 101 of the hearings on H. R. 
8677, which became Public Law 841 of the 81st Congress: 


Well, when that time comes, if it is found less advantageous to be down there 
than it is to be up here, they probably will do something about it. 
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This time has passed and prompt action will have to be taken to 
salvage any semblance of an efficient working United States citizen 
organization on the Canal Zone 

| would like, first, to comment on the wage study made by the 
management consultant firm of Booz, Allen & Hamilton. 

Now, briefly, | have gone through that statement, because I do not 
believe that you have time to read and digest the whole report. The 
study states: 


The recommendations of this report deal with extra compensation only By 
agreement prior to contracting, It Is assumed for purposes of this s 1idv that the 
Company’s policy of keeping base pay of zone jobs in line with pay for the same 

milar jobs in the States is being effectively implemented and re g a 
d structure of base wages and sal: 


| wish to point out that the agreement made to limit the study to 
extra compensation was not made with the knowledge of the employee 
representatives. Had we known such an agreement was reached, we 
would have insisted that consideration be given to certain facts which 
are believed to have a very lmportant bearing on compensation We 
maintain that if the base is unknown or misunderstood, a percentage 
differential is meaningless. Now, that is one of the cases we just 
mentioned. In other words, they go ahead and do things without 
telling us why. 


\lv statement covers each group 1 will comment briefly on the 
craft and supervisory, starting on page 5 of the statement 


CRAFT AND SUPERVISORY SUBGROUP 


This subgroup uses an average rate of nine naval shipyards to obtain 
the Canal Zone ‘‘base.”’ Each craft is computed separately The 
nine yards used are: Boston, Mass., Charleston, S. C., Long Beach, 
Calif., Mare Island, Calif., New York, N. Y., Philadelphia, Pa 
Portsmouth, N. H., Portsmouth, Va., and Puget Sound, Wash 

The navy yard rate is not based on all types of work, while Canal 
Zone employees are required to perform all types of work. A study 
using Department of Defense instructions indicated that Canal Zone 
electricians did an appreciable amount of work of a construction type 
not required of navy yard maintenance electricians. Insofar as the 
construction rate of pay is considerably higher, the maintenance rated 
electrician on the Canal Zone is not receiving the correct base 

Exhibit II] A Comparison of Wage Rates of Certain Standard Craft 
Positions in Naval Shipyard Areas is a study indicating the various 
approaches to an area wage. 

Four wage areas: New York, Philadelphia, San Francisco, and 
Los Angeles have the more complete data. 

The statement indicates how the Canal Zone base is obtained. 
With the aid of exhibit III, it shows that, with the exception of the 
New York area, the naval shipyard rate is less then the Bureau of 
Labor Statistics maintenance rates. This indicates that wage 
averages depend on who does the averaging. By averaging the union 
and nonunion maintenance rate, a lower rate is obtained In most 
cases, this is reduced lower by the Department of the Navy averaging 
method. 

Let us look at how the Canal Zone employee's wages compare with 
the home area of the membership of this subcommittee. Exhibit LV 

18155—54 13 
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is a Department of Labor analysis of unemployment in 6 selected 
areas; 1 area has a moderate labor surplus—less than 7 percent; 3 
areas have a slight labor surplus—less than 5 percent; while the remain- 
ing 2 have a tight or balanced labor supply—less than 3 percent. 

This, in our opinion, indicates that a satisfactory recruitment 
increment must be offered to entice an employee to leave these areas 
for overseas duty and a satisfactory increment must be given them to 
keep them overseas. 

The comparison of the Benchmark Trades indicates what your 
constituents are paid by the Navy Department in your districts 
and what the Panama Canal Comapny offers them to go to the Canal 
Zone. 

The San Francisco Bay area, $2.33, is 15.5 percent increment; 
Mechanicsburg, Pa., is $2.07, which is a 30 percent increment; New 
York is $2.28; that is, an 18 percent increment; Annapolis-Baltimore 
is $2.16; that is a 24.5 percent increment; Orange Tex., is $2.40, 
which is a 12.1 percent increment. 

Mr. Dries. They are higher than any of them, aren’t they? 

Mr. Munro. That is right. 

Mr. Dies. We believe in good wages, down there. 

Mr. Munro. St. Louis is $2.33, which is a 15.5-percent increment. 
The Canal Zone is $2.69. 

It is our opinion that the Company would have a hard time recruit- 
ing your constituents for Canal Zone service, and would fail to keep 
them if they were successful in getting them to go to the Canal Zone, 
except possibly from the Mechanicsburg, Pa., area. I base this 
statement on the opinion that the 25 percent added to the Navy vard 
base for the mechanical trades is insufficient by itself, and additional 
increments or a greater differential must be paid by the Company. 

Mr. Dies. What you mean is that the base at the Canal Zone is 
too low, compared to the States; isn’t that right? 

Mr. Munro. Not exactly. I was trying to point out that the 25- 
percent differential, as spoken of, doesn’t mean anything, unless you 
know what the base is. 

Mr. Dries. Well, is the base all right? You have no objection to 
the base that is paid on the Panama Canal? 

Mr. Munro. The base, I believe, is the most reasonable to keep 
rates current; but the increment of 25 percent, or the fringe benefit, 
is not sufficient. 

Mr. Dies. Now, we can forget about the base, then, and get down 
to the extra compensation? 

Mr. Munro. That is correct. 

Mr. Dres. In other words, 25 percent above that base is not enough 
to induce our people to leave the States to go there and work, or stay 
there? 

Mr. Munro. That is right. 

Mr. Dies. What ought it to be? 

Mr. Auten. To put it another way, nobody is going to levy taxes 
for export. 

Mr. Dres. You are not going to get them to levy taxes, anyway. 

Now, what do you think ought to be the difference, there, in order 
to keep them there—30 percent? 

Mr. Muwro. I believe this ranges up to 74.4 percent above state- 
side wages, within the Canal Zone area, for private industry. 
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Mr. Mumma. What trade is that? 

Mr. Muwro. That is an overall percentage that Booz, Allen & 
Hamilton’s survey made by contacting the employers. That is 
taken care of later. 

Mr. Mumma. Martin and I are getting too excited on it. 

Mr. Munro By using these same 6 Navy Department areas 
and the present Panama Canal formula for computation of 25 per- 
cent above an average, it would establish a Panama Canal Company 
hourly rate of $2.83, which would be an hourly increase of $0.14. | 
make this comparison solely to point out what we are dealing with 
when we consider a differential above an averaged base 

| wish to call to your attention that when the so-called 25-percent 
differential was established, the Canal Zone was exempt from income 
tax. In 1951, income tax was made applicable to the Canal Zone 
for the first time. We are aware that all Government employees 
pay income tax, but I would like to show vou to what extent the 
application of income tax affected the 25 percent. 

The figures on page 7 of my statement indicate that the mere fact 
of paving income tax on the differential reduces it 3 percent when 
considering the average rate which is used as the Company base. 


BOOZ, ALLEN & HAMILTON REPORT, CHAPTER I 


Returning to the Booz, Allen & Hamilton report, chapter I, we 
find the following: 


The zone worker should be paid more than the Stateside worker if requirements 
and conditions of work in the zone place him in a position to demand and get more 

He should be paid whatever it takes to keep his total compensation realisticalls 
in line with the going price for his work in foreign markets having conditions similar 
to those in the [canal] zone 


The report further states: 


In those elements, the problem of extra compensation for United States em 
ployees in the zone is identical with any other compensation problem. Its solu- 
tion can best be found, not through argument, opinion, or fiscal and accountin 
theory, but through careful application of sound, well-established principles « 
wage and salary administration. 


if 


We maintain this has not been done. Primarily the responsi- 
bility has been assigned to the Governor of the Canal Zone and the 
Panama Canal Company Board of Directors, but they have been 
unable to follow the dictates of a sound principle of wage and salary 
administration because of interference from law, rules and regulations 
from other Federal agencies, and so-called accounting principles. 
We are not critical of the law nor any Federal agency involved because 
we understand the problems involved. In fairness to those who 
make and approve the laws, rules and regulations, I want to state we 
believe they do so because of the lack of understanding of the overall 
problem. The primary cause being lack of coordination between the 
many agencies, bureaus, divisions, or sections involved. I knowof no 
other group of Federal employees who work and live under conditions 
similur to those found on the Canal Zone. In your deliberations of 
the Canal Zone issue, I sincerely hope you will keep in mind the posi- 
tion the United States citizens on the zone find themselves in, namely: 

1. The Canal Zone is not a Territory. 

2. The Canal Zone is not a possession. 
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The Canal Zone is not a foreign country. 
} is not a military reservation. However, there 
iry reservations within the Canal Zone which are off limits 
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We understand the Governor’s concern of these expenses. But 
what the employee wants to know is, Who is concerned about his 
finances and welfare? The $2,200 to $2,500 mentioned above is the 
cost to the employer only. The employee has a like expense caused 
by loss of wages, personal travel expenses, and sv forth. 

It is evident that employee turnover on the zone is far more costly 
to everyone than turnover in the United States. 

Mr. Dres. I hate to interrupt you, but I wonder if you would 
mind, so I can get some kind of idea of this thing. Let us just assume 
1 am an electrician, and that I live in California. You are going to 
hire me, in the Panama Canal Zone. What do you do—pay my way 
down there, and my family’s way, first? 

Mr. Munro. According to the present recruiting practice, th 
Panama Canal Company would hire you in California, or Texas, 01 
wherever it might be. They would give you a travel agreement to 
sign; if you went to the Canal Zone and stayed less than 12 months 
you would pay all your own expenses, both ways 

Mr. Dies. Allright: they give you a travel agreement, under which 
you get your way paid, and your family’s way paid, there. 

Mr. Munro. If you stayed less than a year, you would pay it 
all, yourself. 

Mr. Dims. Yes. I am assuming, though, that you are going to 
stay. You wouldn’t go unless you were going to stay a year. 

Mr. Munro. There are a lot of people who only stay a matter of 
weeks. 

Mr. Dries. Well, that is their business. I am talking now of the 
Government offer as an inducement. All right—they get there: 
where do they live? 

Mr. Munro. They live in Canal Company property. 

Mr. Dies. All right: what type of house is it? 

Mr. Munro. Being a new employee, the seniority that you would 
have would be nil; therefore, the chances are you would get a 4-family 
house, built sometime prior to 1925—perhaps 1906-08 housing. 

Mr. Dies. What type of structure is it? 

Mr. Munro. A wooden structure, maybe a 2-bedroom, or a 1-bed- 
room place; or, you might be offered one of the 1936 houses, which is 
a 12-family apartment—1 bedroom. 

Mr. Dies. What do you pay for it? 

Mr. Munro. The latest 1953 rents on those houses, was, I believe, 
from about $35 to $45. 

Mr. Dies. $35 to $45. The same house in the States would cost 
you considerably more, would it not? 

Mr. Munro. No, sir; I think you would get it for about $10 or $12— 
if they were still standing. 

Mr. Mumma. $10 or $12? 

Mr. Dies. In the United States? 

Mr. Dorn. What section? 

Mr. Munro. You would have to go to a resort section, and I doubt 
very much if you could find that type of housing for rent. 

Mr. Mumma. What do you mean? A $12-a-month house? 

Mr. Dies. I have never heard of it; but you are paving, for most of 
these places, now—any sort of accomodation—your rent, right over 
here in this slum area, they tell me, is $65 to $70 per month. 
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Mr. Dorn. I did not see any housing down in the Canal Zone that, 
up north, in New York City, vou would not have to pay at least 1% 
times as much—usually doubl 

Mr. Munro. I might ask, Mr. Dorn, did you see any houses in the 
Canal Zone—I am speaking of the houses that Mr. Dies spoke of 
that is, prior to 1936 construction in New York City or thereabouts? 

Mr. Dorn. Yes. You do not have that type of house, but you 
have comparable room space 

Mr. Munro. That is correct. Then, you go into the newer type 
of housing, which was built since 1950, where the rents then run 
between $80 and $120 

Mr. Dorn. And they would have to pay $200 for some of them. 

Mr. Mumma. The individual bungalow type? 

Mr. Munro. That is correct 

Mr. Dies. Thev are not homes 
Mr. Munro. That is correct—but you have to have better than 


15 years’ service, because they do not have enough of them to go 
around. We were speaking of the housing as a possible inducement. 


Mr. Dies. Yes, that is right You do have an inducement, insofar 


as the rental is concerned. There is some inducement. You regard 
it as an inducement, do vou not? 

Mr. Munro. Yes: but at the present time, the rents cover all 
costs, all depreciation and all interest, plus their share of the overhead 
of the company. So, while you might say we are receiving a benefit 
from a low rent, it is not cost ng anyone any thing. 

Mr. Dies. I am not interested in the funds. I just want to see 
what the worker gets. Now, let us suppose he is an electrician; he 
starts to work, there. Where does he buy his groceries? 

Mr. Munro. He buys his groceries from the Panama Canal Com- 
pany commissary. 

Mr. Dies. How do the prices compare, there, with the prices at 
our grocery stores in the States? 

Mr. Munro. From my own experience, the prices in the commis- 
sary—and it is the Panama Canal commissary, now, of which we 
are speaking. 

Mr. Dies. Yes 

Mr. Munro. Are slightly higher than the Washington, D. C., level. 
Now, I say “slightly’’—perhaps 1 percent, 2 percent, or not over 5 
percent 

Mr. Dies. So that vou have no inducement from the standpoint of 
groceries? No food that you buy in the Panama Canal Zone is cheaper 
than the price here in the States? 

Mr. Munro. Yes. Meats, in the Canal Zone, are cheaper than 
stateside meat, because of the fact that meats in the Canal Zone are 
South American meats. In other words, it comes from Panama and 
Colombia, and they are freshly killed in the Canal Zone. 


Mr. Dies. How much cheaper is meat there than it is here? 
Mr. Munro. | would say around 30 percent cheaper, maybe 40 
vercent 


Mr. Dries. Thirty percent to 40 percent cheaper? 

Mr. Munro. For beef. 

Mr. Dies. All right, now. What about vour medical care? What 
do vou have, there? 
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Mr. Munro. The medical facilities, up until this fiscal year, were 
free for the employee. He was charged subsistence in the hospital. 

Mr. Dies. That was all free? 

Mr. Munro. That is correct. Now, starting with this fiscal year, 
the appropriations committee put a section in the bill abolishing free 
medical care. They said in their report that medical facilities should 
be subsidized to some extent, but they did not believe it should be 
free; and, therefore, starting with the fiscal year 1954, the employee 
0 the same rates that the employee dependent paid prior to the 
fiscal year starting 

Mr. Dies. What did the employee dependent pay? 

Mr. Munro. It isa subsidized rate. It is a sliding scale, depending 
upon the salary. 

Mr. Dies. Consider: ably cheaper than someone in the States would 
pay for medical treatment? 

Mr. Munro. The tariff for surgical service is set up comparable to 
stateside prices—that is, for operations and things of that nature; but 
there is a percentage reduction, depending upon your salary; so that 
the employee does receive a subsidized amount of medical services. 

Mr. Dies. Well, what about the clothing? Where do you buy 
that? 

Mr. Munro. Everything is bought from the Government—from 
the same commissaries 

Mr. Dies. How do the prices for clothing compare with the price in 
the States? 

Mr. Munro. I would say the clothing is about the same as Wash- 
ington, D. C., standard prices. But we have no sales down there. 
You cannot take advantage of any off-season buying, or any surplus 
that any store might have. 

Mr. Dies. Then, if you are an electrician, you start out at how 
much? How much are you making, now? If you are an electrician, 
and you go there, you would start at how much? 

Mr. Mcnro. The sti irting rate for 1 year, down there, would be 
$2.59. 

Mr. Digs. $2.59? 

Mr. Munro. That is right. 

Mr. Dies. And you would work 8 hours a day? 

Mr. Munro, That is right—a 40-hour week. 

Mr. Dies. A 40-hour week? All right. Now, how much paid 
vacation do you get? 

Mr. Munro. Vacation on the Canal Zone is one type of vacation. 
There is no sick leave or annual leave, suc hh as the Federal employees 
up here have. You have 40% days a year, leave. Any time you are 
off the job more than 29 minutes for any thing. it is chargeable to leave. 

Mr. Dies. But the 40 days’ pay is paid, is it? 

Mr. Munro. That is correct. 

Mr. Dies. You get your regular scale during the 40 days you have 
your vacation. 

Mr. Munro. That is right. 

Mr. Dries. All right. Then, you have to work how many years 
before you are eligible for retirement? 

Mr. Munro. Retirement is compulsory at age 62, with 15 years in 
the Canal Zone. 











196 PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


Mr. Dies. 15 years, if you are 62 years old, you retire? 

Mr. Munro. That is correct 

Mr. Dies. And what percentage do you get of your pay, roughly 
speaking? 

Mr. Munro. The United States citizen in the Canal Zone has the 
same retirement as Federal employees in the States. For employees 
making $5,000 or less, vou take 1 percent of the average highest 5 years, 
and add $25. If you are making more than $5,000, you use the other 
formula which takes a straight 114 percent of your salary. 

Mr. Dies. Why do men or people go there to work, generally 
speaking? 

Ir. Munro. I can answer for myself as to why I went because it 
paid enough money at that time to make it profitable for me to work 
down there 

Mr. Dies. Well, don’t you have more security to your jobs? You 
don’t have any layoffs there; do you? 

Mr. Munro. Yes, sir. Employment on the Canal Zone since ] 
have been there, for United States citizens, has gone down from about 
8,000 to about 3,200. Of course, it went down during the war years. 

Mr. Mumma. For construction? 

Mr Nit NRO No. That was 1n the war years 

Mr. Mumma. Well, wasn’t there construction work like the dam 
and other places? 

Mr. Munro. That was prior to my time. It was primarily work 
in the shipyards They kept a tanker fleet down there and they did 
all the maintenance work on the tankers 

Mr. Digs. So you had no more job security in that respect than 
you would have in the States; 1s that right? 

Mr. Munro. No; 1 would say we had less for this particular reason. 
Right at the present time, one of the General Accounting Office’s 
recommendations is to reduce the number of United States citizens 
on the Canal Zone and use more Panamanian employees—they want 
to use more aliens. Also at the present time, the Republic of Panama 
is negotiating a treaty as far as we can find out through Panamanian 
releases, they want more jobs on the Canal Zone. We have been 
unable to find out how many from our State Department, which is 
supposed to be representing us, 

The fact is that Panama wants practically all the jobs on the Canal 
Zone. So I would say we have no security. 

Mr. Dies. Under those circumstances, then, you feel that the morale 
has depreciated considerably, and you would feel that men had no 
security, that a man does not know whether he is going to have his job; 
he lives in a house built in 1925, and pays almost comparable rent—he 
pays more for his groceries—he lives in that hot climate. I don’t see 
any inducement for him to work there, especially when he has got a 
place like Texas to work in. 

Mr. Munro. I believe that is the reason we have the turnover rate 
that we have in the Canal Zone since the passage of Public Law 841. 

I have some figures on the turnover rates and they indicate an 
increase in turnover with the passage of Public Law 841 and its 
implication. The Booz, Allen & Hamilton report, chapter 2, con- 
tains an analysis of the Canal Zone conditions regarding extra com- 
pensation. It considered the climate, isolation, confinement, and 
regimentation 
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On page 11 of my statement I comment on isolation. In discussing 
the isolation problem, the report states 


Many become resigned to their isolation, but the difficultv of the adjustment 
period shows up in the large number who leave zone emplovment after the initial 
- r contract period 


We maintain the theoretical 25 percent additional salary may lure 
many to the Canal Zone, but it will not keep them there. When 
an emplovee can project into the future and see that he will have 
sufficient funds for a satisfactory vacation at home at the end of 
2 vears, he will generally take a vacation and return to the zone. 

But as conditions are now, he has to borrow money to take his 
vacation, or not go home He takes the easier of the two courses 
open to him—resign and be returned to his home at Company- 
Government expense 

Mor Dir Ss About what would aman make as an average per month, 
assuming he is an electrician? What would his monthly average 
be? What would be his take-home pay, just roughly? 

Mr. Munro. About $400. 

Mr. Dies. About $400 a month? And out of that he has got to 
pay about $25, $30, or up to $80? Well, if he is a newcomer, he 
would not have over $35 rent Then there would be his groceries 

Mr. ALLEN. So what? 

Mr. Dries. I was just trving to figure out how a man could go down 
there and live 

Mr. Dorn. If vou listen to the testimony of one witness, he said it 
was one of the finest places that one could go He said, I should like 
very much to spend the month of December down there. He said, | 
would prefer it very much to Florida from the standpoint of climate. 

Mr. Munro. The other 11. 

Mr. Auten. You know the average Miamian loves to loaf around. 

Mr. Dorn. So I imagine the reason they go down there is for the 
climate. 

Mr. Dres. I am interested to know if this thing has faults that do 
not look too good. We might ultimately face the proposition that 
they will depend largely on native labor; and that certainly would not 
be desirable—I do not think it would be desirable from the stand- 
point of the security of the United States. I would rather have plenty 
of Americans down there watching that thing, than rely on any of 
those natives. 

Mr. Muwnro. I believe that is one of the GAO recommendations, to 
do just what you do not think should be done; and that is the reason 
| am here today. 1 will bring that up a little bit later—that | think 
we have to consider the insurance that the United States has to pay for, 
on the Canal Zone, to keep the Canal Zone American 

Mr. ALLEN. Isn’t it true also—you may intend to point this out 
that emplovees who went down there under conditions similar to those 
under which you went down there, staved long enough to get a stake, 
that they did not like the life; but new people that go down there have 
no such stake, bequests, retirement, and so forth as their reason for 
going there? 

Mr. Munro. That is correct. In one of the Company reports it 
was quoted as saying that the turnover rate is going to be considerably 
higher when the older employee retires. 
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In other words, as you reach retirement you have too much at 
stake to leave there; so they are putting up with conditions for 
these last 5 years or so. But when they are gone, they are going to 
be replaced by the new ones; and it is the new poeple who are creating 
the turnover. They go for a 2-year trip 

Mr. Dies. In other words, the oldtimers are not so very much like 
you. Well, they are like officeholders—after they have been in the 
thing so long, they get to where it is pretty hard to quit, with what- 
ever benefits they have got. 

Mr. Munro. That is right. After you are 50 years old, it is pretty 
hard to come out again and start over on a new job. It is hard to get 
a job, in the first place. 

Mr. Dorn. Is that one of the reasons you stay on here? 

Mr. Munro. I am afraid so 

Mr. Auten. Go right ahead 

Mr. Muwro. Of the 520 emplovees who voluntarily terminated 
their connection in fiscal 1953, 98 had less than 1 year of service, and 
114 had service between 1 and 2 years. ‘The 98 had to pay all ex- 
penses created by their trip to the Canal Zone and return. The 114 
had to pay all of the expenses created by their return trip. Only 
those with 2 or more years’ service receive free transportation both 
ways. We think it is significant that this many employees choose to 
pay between $2,200 and $2,500 rather than work on the Canal Zone. 

Mr. Mumma. May I interrupt you a moment, and then I am going 
to stop. 

Mr. Dries. I sometimes think we get more out of questioning than 
when the witness reads. 

Mr. Mumma. Of the 98, how many of these young buckeroos will 
be seeking to come down there, with a little invention and what- 
have-you? You know a lot of people are going to Cristobal and 
Colon—a lot of fellows and their buddies who will go down. 

Mr. Munro. That might be true. But when the Panama Canal 
recruiting team sent up here to recruit employees ask the question 
‘“‘How many children do you have?’’ receives the answer: 

They have 3 or 4 children, they know that they would have to 
stay at least 2 years, because they could not pay their way back. 

Mr. Mumma. What would you say is the percentage of those who 
go down there, who are married, and who have one child? I know 
it may be a very unfair question to ask you, right off. 

How many bachelor girls do you have? Mr. Allen has already 
rephrased the question. 

Mr. Muwro. Bachelor girls are diminishing in number, and there 
are very few bachelors down there; I do not know the exact number, 
wr the exact percentage, but I can supply that for the record. 

Mr. Mumma. You realize that my question is based on the fact 
that ordinarily, in the construction business, there are a lot of young 
fellows who are in the construction business now. Are there many 
bachelors down there? 

Mr. Munro. I would say “No,” for thisreason. The Company does 
not hire such type of employee, because it is not appropriate. They 
do not take boomers; they want people who are going to stay. They 
want a permanent force. 

Mr. Dorn. Aren’t there unmarried women down there? 
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Mr. Munro. Yes. There are some nurses, there are some school- 
teachers. 1 would say that is mostly the bachelor group. There are 

few of the mechanics who are bachelors, but I would say that the 
majority of your bachelors are nurses or school teachers. 

Mr. Dies. Now what about telling us what can be done to rectify 
the situation? What are your concrete suggestions? 

Mr. Munro. Well, there have been two bills 

Mr. ALLEN. Before you get into that, would you pardon an inter- 
ruption? Have you mentioned in the course of the questioning and 
in the reading from your statement the conditions which are the most 
impressive? If not, it might be well to put them all in the record 
before you start telling how to remedy them. 

Mr. Munro. This first part was in addition to the Booz, Allen, & 
Hamilton report. I am not duplicating material; so it should go 

little bit faster as we go through. 

The report states: 


Separation from new job opportunit nart I lemoralizins Tl 
worker in the States can, through his unic f ( nd other sources, ferret 
a new job opportunity fairly readily The tvy e emplovee, as a practical 
matter, ist quit h S job, move his family 3 back to thi Stet S, { 1 
then undertake 2a search for work whicl V pl ostly and time 
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Mr. Munro. Demoralizing is a good word, but let’s face facts 
The Company-Government organization is small. There is no other 
job opportunity on the zone except the Company-Government. An 
employee can size up his future very fast. He knows to which posi- 
tion he can advance, and knows the age of those holding the jobs 
above him. It’s relatively easy to forecast his future. Therefore, 
the present as well as the future must be attractive to the better- 
skilled employee, or he will not stay. 

Under ‘Confinement and Regimentation,’”’ we took these three 
paragraphs from the Booz, Allen & Hamilton report. They sum up 
an important issue. 

To the employee the Company is at once the employer, merchant, and crafts- 
man, landlord, doctor, postman, policeman, and fireman, educator, owner, and 
operator of public transportation and utilities, and even garbage collector. 

Whether it be the house he lives in, the doctor who treats him, or the brand of 
cigar he smokes, the employee takes what is offered unless he is willing and can 
afford to go to unusual lengths to do otherwise. The housewife, for instance, 
cannot shop around for savings or quality. 

Mr. Dres. Right there, pardon me a minute. Do not the oil 
companies offer far more inducement to these people who go to the 
East? I have had some friends who accepted those jobs. It seemed 
to me like, from what they told me, they were offered tremendous 
inducements to go there, into those hot climates. 

Mr. Munro. The Booz, Allen & Hamilton people who studied that 
point came back with a report that some companies pay as high as 74 
percent above the stateside counterpart in order to get them to go to 
those places. 

Mr. Auuen. In that regard, what does the Booz, Allen & Hamilton 
report say is the percentage that the Panama Canal employees get 
above stateside? 

Mr. Munro. 22.7. While we are on that subject, referring to 
page 31 of my statement, there is a table entitled ‘‘Net earnings 
advantage now provided workers in the Tropics by representative 
employers.” 














200. PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


In that table, company No. 10 pays 73.7 percent; company No. 3 
pays 65 percent; company No. 7 pays 48.7 percent; the Department of 
State pays 47.8 percent; the United States Army pays 27.8 percent; 
and the Panama Canal Company pays 22 7 percent 

Mr. Digs. It seems to me, now, since the time is passing, and it 1s 

arly 11 o’clock, you might tell us, now, if you can, what you think 
sught to be done from the standpoint of the employees 

Mi Mi NRO The two bills that were introduced, by Mr. Dorn and 
Mrs. Sullivan, represent our ideas, setting forth one way of taking care 
oO! the situation 

Mr. Dies. What do they propose, in substance? 

Mr. Munro. First of all, they do not change Public Law 841. All 
they do is to provide and spell out an interpretation of Public Law 841, 
which very well could have been put in by the company; and my 
nderstanding is, it would have been put in by the company, had it 
not been for other Government agencies telling them to do otherwise. 

Mr. Auten. In effect, they would stop making any charge for the 
companies of the Panama Canal government against the services 
S ipphed to the emplovees is that correct? 

Mr. Munro. That is one point. Could I start at the beginning 
and discuss the bill? That is the last point. The first language 
change in qualifying section (1), the cost of reimbursing retirement 
and other funds and Government agencies under section 252 of this 


Now, section 252 states 





Reimbursement of other agencic The corporation shall reimburse the civil 
‘e and Canal Zone retirement 1 ability funds for Government contri- 
to the retirement fund applicable to the corporation’s employees, and the 
ees’ Compensation Fund, Bureau of Employees’ Compensation, Federal 
Securit Agency, for the benefit payments made to the corporation s employees, 
1 | » reimburse other Government agencies for any payments of a simi- 
ir nature made on its behalf. 


Now, cong bac k, this section states 


Che corporation shall pay these charges 


In our opinion, there is nothing in this section which directs or 
even infers that these charges shall be recovered from the employee, 
on reimbursements attributes 


to workers employed in employee 
services However, we are told, because it is sound accounting prin- 
ciple, that such reimbursement is a connected cost of the activity, 
the emplover must pay suc h cost 


Che qualifying amendment does not change section 252 one iota. 


het CD ha 

The COrTpOraclon W ii continue to re imburse as directed. 
Incidentally, I have been unable to find any other Federal employees 
who have to pay such chang That language appears, or is recom- 
© appear, in every Federal corporation charter, a few are 
listed at the top of page 37. But those emplovees who work for those 
uwencies, listed at the top of page 37, do not use the facilities to the 
me extent we use the Panama Canal Cor Lpany facilities, therefore, 

Vy ao not have to pay those cha FeS 
Mr. AuLeN. In other words, the charges, say 6 percent deduction 
vour salary, for retirement, and then charge the other 6% percent 
oO the cost of your groceries 


Mr. Munro. That is right. In other words, the « mplovee on the 
Canal Zone pays 6 percent of his salary to the civil service retirement 





ee 
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fund, as every other Federal employee in Government service pays 
That is the way it should be, but the Government’s share, which 
Congress did not appropriate last year and did not appropriate this 
year, is fixed by the actuaries as another 6's percent. 

Now, that 6% percent, as set by the actuaries, is paid by the Company 
to the civil service retirement fund That charge of 6% percent 
of the salary of those employees working for the commissary or the 
housing’ division is charged as overh ad expense ; and the employe Ss 
pick up the tab. So the employees pay their own 6 percent pl 
Government share. 

Now, take a person who is hurt in the Service Employees’ Activities 
Their compensation is chargeable directly to the agency, and it goes 


us the 


into the cost of food or housing. 

This qualifying section maintains the intent. The Company still 
pays it, but it will be paid out of the primary functions of the Com- 
pany, that is putting ships through the canal 

Mr. Dies. All right, now. What is next? 


Mr. Mt NRO. The second qualifying lancuage appears within the 


parentheses in (2) interest and depreciation, is: 
including interest and depreciatior with respect to hous g and other facilities 
provided solely for employees of the Federal Government and depe1 nts, b 


Corporation or the Canal Zone Government 


The present law states: 


Tolls shall be pre scribed at a rate or rates ilculated to over as nearly 
practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including interest and de 


preciation 


[t is our opinion that the employee housing, service centers, and 
commissaries are facilities and appurtenances, therefore the toll rate 
should be set to cover these charges. 

The tripart rent panel recommended certain charges be eliminated 
from the employee’s rent formula. You have copies of the rent hear- 
ing that we had. The tripart panel was set up at the request of the 
stockholder of the Panama Canal, Secretary of the Army Pace, and 
included Professor Kaplan, from Harvard University, Dr. Ashton, 
from the Department of Commerce, and Orrin Burrows, of the 
Electrical Workers. They held public hearings on the Canal Zone, 
the report is in the bound volume, right there in front of you, in 
which they made certain recommendations. One of them, which the 
Company has not seen fit to take care of, was the matter of these 
extra costs that are chargeable to the emplovees in the rents. 

The Governor stated before the Civil Functions Appropriations 
Committee that there were costs that could be eliminated from the 
rent, which would bring the total pay of the employee up within 
reason, with the other employees in the Canal Zone area. He men- 
tioned excessive maintenance. Our suggestion is the elimination of 
interest and depreciation. 

The Booz, Allen & Hamilton recommendation is to figure rents as 
is done today, and cut it in half. There are three methods of arriving 
at some conclusion, their purpose being to increase the compensation 
of the emplovee. 

Mr. Dries. By lowering the rents? 
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Mr. Munro. Yes. Our suggestion, the way I figure it, would be 
34.8 percent downward. It is not 50 percent, but it would be the 
greater part of it. 

Mr. Dies. What is the next one for lowering the costs? 

Mr. Munro. The next clarifying amendment is related to the 
revenues to be excluded from the computation of the costs of the 
Canal Zone Government 


reve ( rived fron ipplvn goods and services to employees of the 

Federal Government and their dependents Revenues derived from supplving 

ods and set s to emplovee ; e Federal Government and their dependents 
all it beu i { pay any part of the costs of the Canal Zone Government 


The Company has taken a position that revenues derived from the 


transactions with the employee services activities of the Company are 
revenues arising from transactions within the Company, and up to the 
present time they have excluded that revenue from the cost of the 
Canal Zone Government 

But in one of the recommendations of the General Accounting 
Office they want to change that position so the employees would pay 
what they consider a share of the Canal Zone Government. The 
300z, Allen & Hamilton report, on page 45, states: 


Wit wut ou tis emplovees’ dollars now cor tribute to provid ng benefits 
l 1 pal services whi ised to be gratis How much this costs emplovees 
OV Finding out would take a tax and accounting analysis far beyond 


The Company has repeatedly told us, ‘‘We do not pay any part of 
the Canal Zone Government.” 

The Booz, Allen & Hamilton report says the employees’ dollars 
contribute, but they do not know how much, to the cost of the Canal 
Zone Government. Our suggestion would back the Company’s 
position and pay none 

If we are required to pay any part of the Canal Zone Government 
costs, then the recommendations made by Booz, Allen & Hamilton 
and our re commendations would then have to be increased. One of 
the things which the majority of people fail to consider is that the 
only money, to any amount worth considering, comes from tolls. 
They are the prime object of the Company, and that is the prime 
revenue the Company receives. They pay us, and we turn around 
and give them the money back. It is just a circulation of money. 

The shippers are paving either from tolls or from the service they 
receive on the Canal Zone, the entire Canal Zone Government cost. 
We see no reason why they should turn around and pass some of the 
costs to us, and then we will have to come up here and ask you to give 
us some relief, to increase our income, so we can turn around and 
give them the same money back. 

Mr. Mumma. That would really cure it, wouldn’t it? 

Mr. Munro. It is just a circulation of money. There is no other 
than what th shippers bring in. 

Mir. Mumma. The same thing happens here. Money keeps circu- 
lating. I had always thought I would like to get where the end is in 
sight 

Mr. Auten. Mr. Munro, as you see it, do the provisions embodied 

the bills introduced by Mrs. Sullivan and Mr. Dorn give you the 
relief you need, or do you also include a favorable recommendation 
adopting the provisions of the Booz, Allen & Hamilton report? 
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Mr. Munro. We believe that the two bills will give us as near as 
practicable all that the Booz, Allen, Hamilton report recommends, 
that this committee can act upon. 

Of course, one of their recommendations was that the differential 
be tax free. That falls within a different committee. Now, as far 
as transportation to and from the States on vacation is concerned, at 
the present time, H. R. 179 has been favorably reported by a subcom- 
mittee of the Government Operations Committee, but has not been 
reported by the full committee. That applies to all Federal employees, 
not just the Canal Zone. 

Mr. Mumma. You were sitting here a couple of days when there 
was another group in here wanting the tolls reduced. I imagine you 
want them raised. 

Mr. Munro. I was very much interested in one of the statements 
made by the General Accounting Office. I believe it said that the 
Company showed an excess over operating costs of about $12 million; 
and our bill would cost the tolls about $8 million; so that would still 
leave them a $4 million profit. 

Mr. Mumma. Isn’t that against the usual practice of trading? To 
make us a profit? 

Mr. Munro. I understand the Panama Canal Company is not 
supposed to be a profit-making corporation. They are just supposed 
to pay their way and to reimburse the Federal Government for interest. 

Mr. Mumma. It seems to me that the Government should have an 
out, one place or another. But it is true, 1 group wants the tolls 
reduced, to accomplish 1 objective; and you would be in favor of 
increasing them. 

Mr. Munro. Well, it will cost the shippers money, because they 
will then pay what we are now required to pay, that is true; but the 
auditors, I believe, in their statement, brought forth the fact that 
we, the employees of the Canal Zone, should receive the same fringe 
benefits that all Federal Government employees receive, and the 
same as private industry pays to United States citizens overseas. 
That is all we are asking for. 

In other words, we are not trying to bring our total income on the 
Canal Zone up to the maximum of 74 percent. 

Mr. Mumma. We have seen a lot of pictures of a friend of mine 
down in Maracaibo, in the Royal Dutch and some of those countries. 
Your living quarters down in Panama may be bad, but his are a 
lot worse. 

Mr. Munro. It all depends on what camp it is. 

Mr. Mumma. Well, he was down around Maracaibo. 

Mr. Munro. Some of them have some nice townsites down there. 

Mr. Mumma. He was down there about 3 years ago. I have not 
seen that. I am trying to get an out for my statement, which was 
made as of the date I saw the figures. 

Mr. Auten. Mr. Munro, I do not think you have mentioned that 
you do believe that the 25-percent differential should be maintained 
in full. 

Mr. Munro. That is correct. The 25-percent differential, as my 
statement points out, might possibly be sufficient for recruitment. 
That may be sufficient to get the employee to leave the States and go 
down there, but is not sufficient to keep him after he gets down there. 
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You have to have something else, so that he has enough money at the 
end of the vear to hold him 

Now, they talk about the cost of living Figures are fine, but all the 
employee understands is at the end of the vear Does he have enough 
money to come back to the States on vacation, and get back to the 
job again? ‘That is what he considers the cost of living 

[t is the collective cost of the job, rather than one of whether the 
index is 100 or 102 | 

Mr. Atuen. I think, having listened this morning, that between 
the statement presented and included in the record and the oral 
testimony, and the questions and answers that you have made, you 
have supplied all the facts that you have in mind. On the one hand, 
I do not want to continue it too long, and on the other hand, I do not 
want to leave anything out, so if you will summarize again for us 
anything that you have not covered, it will make the record complete. 

Mr. Munro. I have just one consideration that should be given to 
the future to the fringe-benefit payments for Federal employees that 
are up for consideration this year, that I have had an opportunity to 
testify on. I have to go before these other committees and ask them 
to put in a provision to exclude section 252 of the Canal Zone Act, so 
that we do not have to pay for the benefit 

At the present time there is a group life insurance bill before the 
Congress. If that should go through, our cost of living and our rents 
are going to go up, because that cost is going to reflect right back into 
our commodities 

Anything that is given to Federal emplovees as a fringe benefit comes 
right back to us, and unless someth ng is done to section 252, it is 
another charge we are going to pay. 

We ought to cover the alien question. It is covered in my testi- 
mony, in showing the percentages of working people. What I mean 
by working people is this: | mean the craftsmen who work with their 
tools. In our opinion, that is insurance for the safe operation of the 
canal 

Mr. Atuen. I think it might be well if you would identify the gentle- 
men sitting with you, and if they wish to add to the statement. I did 
not know which one of the four might better answer it for the record. 

Mr. Munro. We have Mr. George Rilev, a member of the national 
legislative committee of the American Federation of Labor. 


STATEMENT OF GEORGE D. RILEY, MEMBER, NATIONAL 
LEGISLATIVE COMMITTEE, AFL 


Mr. Riney. Mr. Chairman, I have a statement which I would ap- 
preciate having included in the record at an appropriate spot. I wish 
to add verbally that the American Federation of Labor concurs whole- 
heartedly in the remarks set forth in the prepared statement of Mr. 
Munro, and we hope that this committee will find that it fits logically 
into this situation, and that the committee will, at the conclusion of 
the arguments, grant the relief that has been prayed for in the testi- 
mony here 

Mr. Auten. Without objection, Mr. Riley’s statement will be in- 
cluded in the record at this point 

(The statement referred to is as follows:) 
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STATEMENT OF GEORGE D. Ritey, MEMBER, NATIONAL LEGISLATIVE ComMIT’ 
AMERICAN FEDERATION OF LABOR 


I am George D. Rilev, member, national legislative committee, American Fed 
eration of Labor 

The A. F. of L. supports the position taken by Mr. Howard Munro, who rey 
resents our Central Labor Union and Metal Trades Council in the Panama Cana 
Zone We support the provisions of H. R. 9429 and H. R. 9433 


regularize certain charges and relieve our members of the burden of having to pay 


ther as now Nas become the practice 


All signs point to your committee and the Congress as the ones, and the or 
of 


ones, who will have to step in and bring order out confusion for the lova 
of the United States who are att mpting to do a good job for us in the Canal Zor 
but whose morale is being done no good by the stress placed upon them unde 


present practices 


Hithe r the Governor will not or is convinced he cannot d the administrat 
job which now is placed at your doorstep I do not believe the situation s! 
have been allowed to get to the present stage. but her 

And while the Governor is not acting, the Company directors seet 
cerned with these details of administration thoug! t appears the Gover! 
clearly empowered by law to act on his own responsibility. 

The Senate Appropriation Committee directed a surve on conditions and 
recommendations be made in the zone and further directed that the esult De 
placed in your committee’s hands. This was after the Bureau of the Budget and 
the General Accounting Office had insisted that certain things be done certa 
WAVS The GAO wanted an accounting system along acceptable ‘ines The 


Budget Bureau has its ideas on what to do 

The result has been that everybody wants to have the authority to run or tell 
how to run the Panama Canal Zone Sut, nobody thus far has shown the will 
ingness to step in and shoulder the responsibilities which accompany sucl 
authority , j 

In his statement to you, Mr. Munro has set forth in clear manner just what 
employes are up against in the Canal Zone. Itis not a happy picture. Of course, 
all employes who can escape to better conditions will get out of the zone as soo 
as possible 

They will not stand forever the financial charges placed against them of hay J 
to pay their own way and that of the Panama Canal Company, despite the wishes 
of the General Accounting Office and the lack of interest to be fair on the part of 
the Company itself As for the Governor, he is the middle all around Perhaps 
his failure to assert his legal rights may add materially to his tenure in the zone 
I cannot say, but in the absence of assertion of authority and assumption 
responsibility in a positive sort of way, our members are suffering the unfairnes 
which is being called to your attention. 

There is no other place to take this case than your committee. We ask that 
H R. 9429 and H. R. 9433 be r¢ ported witho it delay 

As matters stand, our citizens have no more status than mere colonists in this 
outpost. 


Mr. Munro. Mr. Chairman, Mr. Thomas G. Walters, operational 
director, Government Employees’ Council, A. F. of L., is present, and 
desires to make a brief statement. 

Mr. ALLEN. Please come forward and identify yourself, Mr. 
Walters, and proceed with your statement. 


STATEMENT OF THOMAS G. WALTERS, OPERATIONAL DIRECTOR, 
GOVERNMENT EMPLOYEES’ COUNCIL, A. F. OF L. 


Mr. Watrers. Mr. Chairman and gentlemen of the committee, 
] should merely like for the record to show that the officers of the 
Government Employees’ Council talked with Mr. Munro in regard to 
the contents of this statement, and we certainly endorse his statement 
and what he has said here this morning. 

We especially desire to endorse the bills H. R. 9429 and H. R. 9433 

Mr. Auten. Thank you, Mr. Walters. 


48155—54 14 
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Is there another witness? 

Mr. Munro. We have with us this morning Mr. John A. McCart, 
legislative representative of the American Federation of Government 
Employees, who desires to present a brief statement. 

Mr. ALLEN. Please identify yourself for the record, Mr. McCart, 
and proceed with your statement 


STATEMENT OF JOHN A. McCART, LEGISLATIVE REPRESENTATIVE 
OF THE AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES 


Mr. McCarr. Mr. Chairman and members of the committee, my 
name is John A. McCart 

Mr. Chairman, our organization represents the classified or white- 
collar emplovees on the zone, and we, of course, fully concur in the 
statement and testimony presented by Mr. Munro. We would simply 
like to inv ite your attention to the fact that when United States citizens 
leave this country to go to the zone, they relinquish, among other 
things, the precious prerogatives that American citizens have, namely, 
the right to participate in the political life of their community. 

These employees, down there, have nothing whatever to do about 
the government of their community, nor do they have the right to 
exercise their franchise within their local communities. 

We would like to endorse Mr. Munro’s testimony, and to add our 
support to the bills, H. R. 9429, and H. R. 9433. We certainly 
appreciate the generosity of the committee in arranging for the hearing, 
and in listening so patiently and in asking such searching questions. 

Mr. Atten. Do you have a prepared statement? If so, you may, 
if vou wish, have it included in the record at this point 

Mr. McCarr. | present the statement for that purpose, and I 
thank you, Mr. Chairman, and members of the committee, 

The statement referred to is as follows:) 


STATEMENT OF THE AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES TO 
THE PANAMA CANAL SUBCOMMITTEE 


Mr. Chairman and members of the committee mv name is John A. McCart, 
leg ive representative of the American Federation of Government Employees. 

) leration desires to comment on operations of the Panama Canal and 
H. R. 9429 and H. R. 9433, particularly as these matters affect the 1,656 employees 
of the Panama Canal Company and Canal Zone Government covered by the 
Classification Act of 1949, as amended. Throughout the Federal Government, 
Classification Act employees are considered as white-collar workers. Our organi- 
gation hes jurisdiction over these employees on the Canal Zone 
he problems faced by United States citizen employees on the zone have 
bee! pre ented in a thorough fashion by Mr Howard Munro, legislative repre- 


sentative of A. F. of L. unions on the zone, our testimony will refer brieflv to 
S ts of the adver conditions these workers are facing and their 
possible sclution 

At this point, Mr. Chairman, we certainly desire to express hearty appreciation 

1 and your colleagues on the committee for arranging these hearings. It 

Will he ost encouraging to zone employees to learn that Cor gress is sufficiently 

interested in conditions there t quire into the operation of the canal itself 

and e manner in which that operation influences the working and family lives 
‘ Di ees 

In order to see the problem in its proper persepctive, it should be noted that 

I ed States citizen workers on the zone have encountered during the past 

ra ears a continued whittling away of employee benefits For example, 

emption from income taxes has been withdrawn; medical facilities available 

to emplover have been curta led. and rents on companv-owned housing have 
9 


percent 1946, to mention only a few items 
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Our comments will be confined in large measure to the study completed by 
the management consultant firm from Booz, Allen & Hamilton in December 
1953. The comprehensive survey was undertaken pursuant to a directive of 
the Senate Appropriations Committee (8S. Rept. 456, 83d Cong 

Recommendations resulting from the Booz, Allen & Hamilton study deserve 
favorable action by the committee and the Corporation because they are based 
on three simple, but valid premises: 

1. The consideration to be given in simple justice to American citizens who 
relinquish many of their moral rights as citizens and community members 





to 
accept careers in Federal service far from home 
2. The compensation, working conditions and fringe benefits governing state 


de emplovees in similar occupations 


3. Practices of both private companies and other Federal agencies for em- 
ployees serving in Overseas posts 

We shall now comment on the specific recommendatiol of the Booz, Allen & 
Hamilton firm 


Sl 


RETAIN 25 PERCENT WAGI DIFFERENTIAI 


Fundamental! to the entire question of pay requl ed to fairly compensate the 


J 
Canal Zone workers is the conclusion reached in the Booz, Allen & Hamiltor 
report that other employer are successful in retaining qualified employees over- 


seas by providing a net earnings advantage of 47 percent to 74 percent over 
employees performing similar duties in the States 

Page 66 of the report provides a table listing the net earnings advantage pro- 
vided by various private companies and Federal agencies for work in the Tropies. 

The 25-percent override on base salary now authorized by statute and regulation 
for Canal Zone employees 1s essential. since it provides the necessary recruitme! 
incentive to induce workers in the United States to leave their homesites and 
venture into a new and unknown work experienc In this connection, the report 
makes it clear that the salary of a GS-9 classified employee on the zone has 
increased 20-percent since 1946. Offsetting these raises, we find an 82.6-perce! 
increase in rents, a 56-percent increase in cost of food, a 100-percent increase in 
income tax, a 100-percent increase in hospital costs for dependents and a 30-percent 
increase in surgical care for dependents. From these figures, it is clear that t) 
25-percent wage differential has lost much of its significances 





TAX-FREE DIFFERENTIAI 


There can be no question that as a representative group of American citizens 
Canal Zone workers are as patriotic as any other unit of employees in our country. 
The facts show, however, that levy of income taxes on the differential beginning 
in 1951 resulted in a reduction of 3 percent in the original 25-percent differentia 
Put another way, the income-tax feature costs the ‘‘average’’ Canal Zone classified 
employee about $960 per vear 


i qually important is the fact that the zone employee even though he is a 
United States citizen, has no means of participating in the political government 
of his community through franchise. When we consider the right to vote without 
coercion or intimidation as one of the most precious prerogatives of our country, 
the sacrafice being made by Canal Company-government workers in this respect 


is apparent, 
FIFTY PERCENT RENT REDUCTION 


Whether the cause rests in Budget Burea Directive A—45 or the Bureau’s 
September 19, 1951, instruction to the Panama Canal Company that it include 


rents, these rents have increased more than 82 percent 





all costs”? in computi 
on the zone in the past vears 

On December 1, 1952, an impartial rent panel submitted to the president of the 
Company recomme! dations , 
arrived at only after extensive he: 

On the other hand, the Booz, Allen & Hamilton survey reveals private it dustry 


emplovers and even other Federal agencies in the Panama area provide either 





ning rental housir These conclusions were 


+ 





i e zone 


Ings OI 





free housing, lower rental rates or a special quarters’ allowance We cannot ignore 
the fact that housing costs the Canal Zone worker 19.6 percent more on the zone 
than in the States. 


FRET rt NSPORTATION FOR HOMI LEAVI ND EDUCATION 
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( VI t t r ¢ iT ( e 
I . ' 1 ) ce is confirmed | the finding 
tk H D rve land 2 out 
» Fede g t | ‘ | es for porting emplovee 
y it re rec end ‘ Tor T portath 
f i I f ( t ( re in keeping witl 
1 ) ‘ d ( | ( of e ( 1 Se ice C¢ ssior 
( led H ep 1760, 83d Congress 
I rk TION ¢ rHEI I | RI 3 
f e Boo \llen & Hs ton report on this iter t is disconcerting 
‘ | 154 free edical ser e for dependents was disconti 
ied. | a f supervised play areas for children and of plavground director 
posit Vs another instance f irtailing servic \ h are essential to 
f ‘ Te Fone 
A a \ir. Chairman, the old lage the proof of the pudding lies in the 
ea £ py mos priate to the situation faced by United States citizen 
en ees Oo e ( I Che report reveals that resignations in the past 
3 years ranged from 11.5 percent to 17.8 percent per year. Contrast this with an 
ive! ¢ over 1 percent for resignations in the entire Federal Govern- 
ring 1996 and an average of approximately 2 percent fol private manufac- 
£ 1 ri he same period 
| er ployees who had resigned their positions on the zone and who were 
Cc eda Dy tne rveving firn ndicated in the arge majority that they had 
obtained jol n the States comparable with their zone positions. Higher pay 
ct ( 18 percent and 29 percent obtained equa pay in their stateside 
" More the employee-opinion survey conducted by the consultants indicated 
at 42 percent of the present ne employees may resign their positions unless 
( ) chang 
Che reported feeling of Company officials that recruitment is a real problem 
i at the ulif of emplovees recruited are declining are extremely 
Gon 
(over the vear t n generally admitted that construction and operation 
of the Panama Canal the greatest commercial achievement in modern history 
The origins tent of the Canal Zone Code was to acquire that tolls on ships 
d g iunal be sufficient to pay for all costs of maintenance and operation 
he fa t “together with the facilities and appurtenances related thereto.” 
We are co need this language includes the cost of reimbursing the civil service ' 
retirement fund and Federal agencies and that it does not require recovery from 
( yvees for such items a ing depreciation and commodities How 
evel ere ap} rs to be me estion as to the correct interpretation of 





the code, H. R. 9429 and H. R. 9433 are offered in an effort to make clear the 








tru ve have applied . 
rhe General Accounting Office’s report on the canal for fiscal 1952 (H Doe. 
207, 83d Cong.) notes that rrent t rates are less than those fixed when the 
anal was originally opened in 1914 Certainly there can be no argument with 
e pr iple that the primary users and the primary beneficiaries of the canal’s 
operations should bea share of meeting all cost of operations, including 
( i 1 items for ¢ livelihood We irge, therefore, that favorable 
1 LiKE ) ne tne ymmittee at an early date 
Ava Mr. Cl permit our federation to express its sincere thanks for the 
pportunity I acquainting com! ee members with our view on this most 
! ta pyect 
S.( ( 1} it Stat B Fel 154. 


ee 





PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 209 


Mr. Munro. Mr. Chairman, and members of the committee, Mr. 
Leonard Lopez, assistant to the president of district No. 44, of the 
International Association of Machinists, was unable to be here, by 
reason of a conflicting appointment with Admiral Holderness, of the 
Navy Wage Board, at the Pentagon. 1 believe the statement pre- 
pared by Mr. Lopez was sent in for inclusion in the record 

Mr. Auuen. If the statement has been presented, it will be included 
in the record at this point. 

The statement referred to is as follows 


STATEMENT OF LEONARD Lopez, AssISTANT TO PRESIDENT OF Disrrict LODGE 
No, 44, INTERNATIONAL ASSOCIATION OF MACHINISTS 


Mr. Chairman and members of the committee, my name is Leonard Lopez. 
Il am assistant to the president of district No. 44, of the International Association 
of Machinists District No. 44 me mbership is composed of all members of the 
International Association of Machinists who are employed by the Federal Govern- 
ment throughout the continental United States, Alaska, Hawaiian Islands, and 


the Panama Canal Zone 

Our organization wishes to take this opportunity of thanking the committee 
for its interest in the Panama Canal affairs which indirectly affect the Federal 
Gove! nment ¢ mploye c. 

We believe that the Panama Canal is of vital importance to the welfare of our 
country and of paramount importance when considering its relation to the defense 
of our shores. For this reason, if for no other, we sincerely hope that your com- 
mittee will be in a position to render a favorable report in order that the inequities 
existing in the Canal Zone relative to the employees of the Panama Canal Com- 
pany may be corrected 

We sincerely hope that the statement of Mr. Howard E. Munro, will be given 
minute attention in order to keep to a minimum the expenses that must be borne 
by the Government and the employees of the Panama Canal Company through 
the continual cl} 

\t this time we will refrain from repeating the many reasons for supporting 
the statement of Mr. Howard E. Munro, for to do so would merely be repetitious 
and take up your valuable time, which could be used in considering the matter. 
However, we do wish to again thank you for your consideration and your kind 
attention, and request favorable consideration be given to the enactment of H. R. 
9433 and H. R. 9429, 


ange of new personnel. 


Mr. Dorn. Mr. Munro, I believe you were in the room when I was 
discussing some of the situations in the Canal Zone with Mr. Newman; 
and one of the basic reasons assigned by Mr. Newman for his dis- 
satisfaction here was that the Government should not be under the 
Army, that it should be under some other branch of the Government, 
and that many of the desirable features of life which are found in the 
United States would then be found in the Panama Canal Zone, if there 
were a switch in the type of vovernment within the zone. 

Do you have anything that you can say with reference to that? 

Mr. Munro. We see not too much difference, whether it is run by the 
Department of the Army, the Department of Commerce, or by any 
other Federal department. In other words, the setup will be prac- 
tically the same. The Government, or the person in charge, will be 
appointed from the agency, and it will mean that the views of the 
other agency will prevail, rather than the views of the military 

Now, with the existing form of duplication within the Canal Zone, 
the military being more or less the offender with respect to the dupli- 
cation, is in a much better position to clean its own house and eliminate 
the duplication than it would be if you had two sets of Government 
agencies fighting each other. 
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Mr. Dorn. Well, they have had about 40 years within which to 
do it 

Mr. Munro. The duplication, in important measure, has only come 
about since World War II. 

Prior to World War II, the Panama Canal Company, or, as it was 
called at that time, The Panama Canal, supplied both the military 
and the civilians with the practical operation. 

Mr. Dorn. Then you feel that nothing would be accomplished by 
a change in the stock of the Panama Canal Company, from the owner- 
ship by some Government or Cabinet official, for someone else? 

Mr. Munro. We see no great difference there, one way or the other. 

Mr. Dorn. What loti one of these things which have been 
characterized by some people as ‘‘stupid actions which seem to come 
from a military mind?” Would not they be changed—some of these 
little annoyances—about whether one may have a flowerbed here or a 
tree there, in their rented housing and rented property? 

Mr. Munro. I would see no relief, either way, whoever was in 
charge. You might satisfy one complaint, but you would pick up 
another one 

In other words, all of the agencies have their own rules and regula- 
tions, and all you are doing is to go from one to the other. 

Now, if I am asked whether I think there would be a change, my 
answer is, | do not think there would be. 

Mr. Auten. Are there any other questions? 

Mr. Munro, the General Accounting Office representatives made a 
statement that the conditions under which Panama Canal employees 
work should be made as nearly equal as possible to the stateside con- 
ditions, by appraising the vs alue of the house down there, as against 
the rental property, fixing possibly the same rent, fixing the price of 
food, down there, at the same price they have up here, and then paying 
the differential sufficient to meet the requirements down there; 
which I think is a slightly different approach from that made by the 
300z, Allen & Hamilton committee. Would you have any comments 
relative to the merits of how to attack the problem, one way or the 
other? 

Mr. Munro. Yes. I think that is the basic trouble, if I may use 
the word “trouble,” that an employee has, I think that is the basic 
reason that the Booz, Allen & Hamilton report was made—the 
matter of the ene proce dure. 

In other words, the General Accounting Office desires a policy of 
sound accounting principle, regardless of how it is achieved: so they 
recommend that the accounting procedure be correct, and then, that 
everything else be geared to the accounting procedure. 

Inasmuch as all the money, as I mentioned before, comes from the 
same pocket, I see no reason why it should be that way. 

At the present time, the General Accounting Office has agreed— 
I have seen nothing to the contrary—that the ‘alien rate housing, or 
the alien rate housing rental, is charged on a cost basis, which is proper, 
but the alien rate employee does not earn enough salary to cover the 
cost; therefore, they charge them what the company thinks is reason- 
able, and the balance is charged to tolls. 

Now, we believe the United States rate facilities can be handled in 
exactly the same manner. For accounting procedure, you can figure 


ent al cs Ms en: 
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out what it does cost, and then charge the balance off to tolls. It is 
exactly what the Genera] Accounting Office said. 

Mr. ALLEN. From what you have said, I take it that the Booz, 
Allen & Hamilton report goes at the problem, considering the 
human feelings and the human elements involved, a little more than 
in the approach of the General Accounting Office. 

Mr. Munro. That is correct, and also the Governor, in his state- 
ment before the Civil Functions Committee, says it is not merely a 
matter of figures; one must take into consideration the human element, 
and the fact that human beings are being dealt with, and there must 
be human beings to operate the canal 

Mr. Dorn. Getting back to the housing situation, about which you 
have been talking, particularly with reference to some of the more 
modern types of housing they have had down there, is there not a 
gradual tendency to make all of the housing one-story cottage type of 
building? 

Mr. Munro. I believe the present housing policy is either cottage 
or duplex. They are eventually getting around to those two. 

Mr. Dorn. Should not the cost of housing be based on salary. 
The employee making more, paying more? 

Mr. Munro. That, I believe, is the military approach to housing. 
They base the rents chargeable on the grade of the military person- 
nel, which in effect means their rate of pay, and they charge accord- 
ingly. 

Mr. Dorn. Do you not think that would be a fairer method of 
approach, so that a newcomer who was not making so much might, 
under this system, occupy the same type housing as that occupied by 
the high-salaried employee, and he would pay in proportion to what 
he is earning? 

Mr. Munro. I believe the consensus of opinion is that the employee 
should have the choice of what house he should be able to move into. 

Mr. Dorn. You are not answering the question. 

Mr. Munro. I beg pardon. 

Mr. Dorn. I am asking whether or not the new reece who is 
making a small salary, and who was mov ing into—let us say, the same 
type of housing as that occupied by the high-salaried thine may 
be occupying—do you not think that he should pay less for that 
housing? 

Mr. Munro. I do not know just exactly how to answer the ques- 
tion. I do not quite understand what you mean. 

Mr. Dory. If all the employees are occupying a similar type of 
housing—which could be the way it eventually would be in the Canal 
Zone, and probably the ideal method of living there—do you think 
that all employees should pay the same rent for the same type of 
housing, or should the rental be based on salary? 

Mr. Munro. No; we believe a house should be worth so much re- 
gardless of who rents it. 

Mr. Dorn. Say that you are earning $15,000 a year, and you are 
occupying one type of house, which you have there; and, if you were 
earning $5,000 a year, should you pay the same rent? 

Mr. Munro. We believe so. In other words, it is the same as the 
situation in the United States, when one is renting. He looks at a 
house, he asks how much the rent is. If the house is the one he wants, 
and if the rent is what he is willing to pay, he will rent it. 
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Mr. Dorn. Then there should be different types of housing, for 
different types of employees who can afford to pay more, or afford to 
pay less? 

Mr. Munro. I believe the housing program is so set up. 

Mr. Dorn. I am asking you whether you feel that there should be, 
not such nice houses for those who cannot pay as much as those who 
re earning the larg 

Mr. Munro. That is correct. One should be able to rent a house 
rr the amount of rent he wants to pay 
Mr. Dorn. In other words, then, you should not tear down the old 


wooden structures hut should leave them for people who are earning 


ce salar les 


a relatively small amount of money? 

Mr. Munro. I would not say that, because if you do not tear them 
down, they are going to fall down, sooner or later, anyway. But 
there should be different types of houses and different sized houses 

vailable; and I believe the housing program is so set up. They have 
small houses, and they also have larger ones. 

Mr. ALLEN. Is that all? 

Mr. Dorn. That is all. 

Mr. Auten. Thank you very much, Mr. Munro, and the other 
rentlemen 

Mr. Munro. Thank you 

Mr. ALLEN The next witness on our agenda IS Mr. Dilwee. 

Mr. Ditwec. Mr. Chairman, I had not expected to testify today. 
I was told it would be tomorrow. If possible, I would appreciate it if 
| could be put on the agenda for tomorrow. 

Mr. ALLEN. Very well. We will put you on the agenda for tomor- 
row 

We also have on our agenda for today Mr. Hugh Williamson. 

Mr. Dorn. May I interrupt for just a moment? Perhaps this 
would be a good time to request the chairman to have inserted in the 
record the questions which were asked, and the answers that I received 
to those questions, from the Governor of the zone. 

Mr. Auten. Yes. Do you have them? 

Mr. Dorn. I have the letter of transmittal from Governor Seybold, 
and I have his original answers to the questions propounded, numbered 
| to 23 

Mr. Auten. The letter of transmittal, together with the questions 
and answers, may be included in the record at this point. 

The matters referred to are as follows:) 

PANAMA CANAL COMPANY, 
Washington, D. C., June 16, 1954. 





| KE. Dorn 
ry] ] 

Drar Mr. Dorn: At the request of Governor Seybold, I am transmitting 
ANSV I to the questions pr ypounded by you in ref< rence to the 
‘ atio rade for the na Canal Company by Booz, Allen & 

I 

mi 
W. M. Wurman, Secretary. 

QUESTIONS ON 16 Booz, ALLEN & HAMILTON SURVEY OF ExtTRA COMPENSATION 
Question 1. Were any other consultants contacted regarding making the survey? 
swer. The Panama Canal Company negotiated with a number of consultants 
regard to making the survey before entering into a contract with Booz, Allen 
& Hamilt That firm was selected because it appeared to be the best qualified 
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firm available to make the survey within the limitations of time imposed by the 
Congress. 

Question 2. Was the Bureau of the Budget or General Accounting Office con- 
tacted regarding the selection of the firm to do the study? 

Answer. The Bureau of the Budget furnished a list of consultants who had done 
work for other Government agencies in this general field. The firm of Boo: 
Allen & Hamilton was one of the consultants included on that list 

Question 3. What are the addresses of the offices of Booz, Allen & Hamilton? 

Answer. Booz, Allen & Hamilton has offices in New York, Chicago, Sar 
Francisco, Philadelphia, Washington, Cleveland, Detroit, Minneapolis, and Los 
Angeles. 

Question 4. Do you know the scope of their operation? Is it mostly in private 
industry or government operation? 

Answer. It is our understanding that in the field of compensation and genera 
personnel administration the firm has an outstanding record of accomplis! 


both private industry and government It is understood that in the last 3 year 
the firm has completed over 150 assignments covering all levels of pet 
nanagement clerical positions, ar d wage-earner l indu ry tad t 
re lated personnel studies for the Federal Government. 

Question 5. Have they done any other survey for the Panama Cana] ¢ a 

Answer. In 1953 Booz, Allen & Hamilton made a survey of the procurement 
activities of the Panama Canaj Company in the United States. In accordanes 
with a recommendation made by a consultant in that survey, procur 
activities of the Company 1n the United States wert consolidated in the New 
York office. 

Question 6. Do you know if they have made surveys for other Government 
agencies? 

Answer. According to information furnished the Panama Canal Compat 
Booz, Allen & Hamilton has made surveys in over half the executive depart m« 


and in many of the independent agencies of the Federal Government. 
Question 7. What agency, and what was the nature of the surveys? 
Answer. Government agencies for whom this consultant has done work sine 


1941 include the Departments of State, Treasury, Defense, Army, Navy, Ai 
Force, and Interior, the Veterans’ Administration, and the Civil Aeronauti 
Board. Most of these assignments we re in the field of compensation and pe rsonnel 


administration, 

Question 8 What assistance did the Panama Canal Company give to th 
consultants making the study? 

Answer. The Panama Canal Company provided office space and clerical 
assistance to the consultants in making the study. 

Question 9. Did the consultants hold public hearings so all would know what 
information was given them? 

Answer. Public hearings were not held. 

Question 10. Did the consultants meet with the employee groups to obtait 
their position? 

Answer. The consultants did meet with employee groups to obtain their posi- 
tion on the question involved. 

Question 11. Were all individuals given an opportunity to present their views 

Answer. Individuals were given an opportunity to present their views by 
completing questionnaires distributed by the consultant and in personal inter- 
views. 

Question 12. Was the Company asked to comment on a draft of the report 
before it was presented officially? 

Answer. No. 

Question 13. Were the employee groups asked to comment on a draft of the 
report before it was presented officially? 

Answer. No. 

Question 14. Are you of the opinion that the survey is an independent one made 
on facts obtained by the consultants’ initiative rather than one made on data 
supplied by the Company or other interested people? 

Answer. The Board of Directors and management of the Panama Canal Com- 
pany is satisfied that the study was independent and made on facts obtained by) 
the consultants’ initiative. 

Question 15. In your opinion, does the survey cover the major points dealing 
with zone living and compensation? 

Answer. It does. 

Question 16. Would you say that this survey meets requirements of an 
independent and comprehensive study? 


9 
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Answer. 


Quiestior | 


CB. 
7. In the letter of transmittal accompanying the survey it states 
he recommendations deal with extra compensation only, by prior agreement. 
rested this agreement by reached? 

Answer. The paragraph to which you refer reads as follows: 

The recommendations of this report deai with extra compensation only. 
I agreement prior to contracting, it is assumed for purposes of this study that 
the Company’s policy of keeping base pay for zone jobs in line with pay for the 
lar jobs in the States is being effectively implemented and is resulting 

a sound structure of base wages and salaries.’ 

The prior agreement refers to the assumption of coordination of base pay paid 

the Canal Zone with base pay paid in the United States 

Question 18. What were the basic reasons for such an agreement? 

Answer. The study was limited to extra compensation paid to employees because 
of the understanding of the Company that this was the scope of the study 
requested by the congressional committees 


Question 19. In your opinion, did the curtailment of this survey affect the 












results to anv great extent!’ 
Answer. As indicated in the answer to the preceding question, it is not con- 
lered that the survey was curtailed he congressional committees were inter- 
1 in the amount of compensation paid to Canal Zone employees over and 
above the going rates for similar employment in the United States. The study 


fully covered that subject and it is not believed that expansion of the survey to 
cover base rates of pay would have changed the results. 


(uestior 20. The letter of transmittal accon panyving the survey states that 
since 1946, the cost of living has risen so much faster in the zone than in the States. 
In your opinion, what is the reason for this? 


Answer. The cost of living has risen faster in the Canal Zone than it has in the 
United States since 1946 because of the withdrawal from Government employees 
Canal Zone of income-tax exemption and the substantial reduction in fringe 

efits previously enjoved by these employees 


Question 21. Has the employee’s compensation kept pace with this increased 


Answer. As stated in the consultants’ letter of transmittal, the survey found 
hat the Canal Zone employee is now $200 a year worse off than he was in 1946 
e fact that he has received three increases in pay in that time. 
Question 22. Do you have a proposal that can be presented to the committee 

rr their consideration to prevent the high turnover in employees? 

Answer. As indicated in the general statement, concurrence by the committee 

the construction placed by the Company on Public Law 841 in reference to the 
relationship of employee services to the primary mission and other supporting 
ictivities of the Company would do much to reduce employee dissatisfaction and 
inrest which, of course, would operate to lower the rate of turnover in employees. 

Question 23. The management consultant firm of Booz, Allen & Hamilton 
elieve the five recommendations are sufficient to attract and keep qualified 
employees on the zone. Would you care to comment on this? 

\nswer. The management of the Panama Canal Company agrees that adoption 
the recommendations made by the consultant or substitute measures accom- 
plishing the same overall result would be sufficient to attract and keep qualified 


emplovees in the Canal Zone. 

Mr. Aten. At this time we will call upon Mr. Hugh S. Williamson. 
Will vou identify yourself for the record, Mr. Williamson, and proceed 
to make such statement as you may care to make? 


STATEMENT OF HUGH S. WILLIAMSON, VICE PRESIDENT, ASSOCIA- 
TION OF AMERICAN SHIPOWNERS 


Mr. Witutramson. Mr. Chairman, I am Hugh 8. Williamson. I 
am an attorney at law, and am vice president of the Association of 
American Shipowners, which has offices at 90 Broad Street, New York, 
N. Y., and at 1621 K Street NW., Washington, D. C. 

Our association is composed of a number of old and established 
companies operating in the regular liner services in the foreign and 
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domestic trades. None of our members has received any subsidy 
from the Government under the Merchant Marine Act of 1936 

A number of our members are engaged in the intercoastal trade and 
make frequent and regular use of the Panama Canal, and so we are 
rather interested in these hearings. I do believe I can condense my 
remarks, and | think they are largely noncontroversial. They do not 
address themselves to the question of whether tolls should go up or 
down. 

Mr. ALLEN. If you desire, the prepared statement, together with 
a letter which is attached, may be included in the record. 

Mr. Wiiuramson. I would appreciate that. 

(The matter referred to is as follows:) 


STATEMENT OF HvuGuH SS. WILLIAMSON, VICE PRESIDENT ASSOCIATION O} 
AMERICAN SHIPOWNERS 


My name is Hugh 8S. Williamson I am an attorney at law and am vice presi 
dent of the Association of American Shipowners, which has offices at 90 Broad 


Street, New York, N. Y., and 1621 K Street, NW Washington, D. ¢ Our 


ociation is composed of a number of old and est blished companies operating 
the regular liner services in the foreign and domestic trades None of our 
members has received ar subsidy from the Government under the Merchant 


Marine Act, 1936 
\ number of our members are engaged in the interecoastal trade and made 
frequent and regular use of the Panama Canal This element of our merchant 
iarine is immediately available in times of emergency or war and its welfare is a 
matter of national concern Since World War IT the number of ships operating 


in this trade is far less than those in operatior prior to the war. They are findins 


costs, meet their overhead, and show a profit lo the owners of these vessels a 
toll cost of 12 to 15 thousand doilars per round trip is a very substantial item 
Hence any act or failute to act that threatens to increase tolls is a matter of grave 
concern. 

Prior to July 1, 1951, and in March 1948, on the recommendation of the 
Department of the Army, the President issued a proclamation increasing tolls by 
11 percent. The shipping industry, shippers, chambers of commerce in port 
cities, and others, protested. This led to the intervention of the House of Repre- 
sentatives and the passage by it of Resolution No. 44, calling for an investigation 
of the canal operation, with a view of arriving at a fair formula for fixing tolls 
and making other suitable provisions to enable the canal to operate on a business- 
like basis and be self-sustaining. At the instance of Congress the General Account- 
ing Office (GAO), for the first time in the history of the canal, attempted a general 
audit of its operations. We say “‘attempted’’ because the inadequate accounting 
methods followed over the years did not make it possible to certify the accuracy 
of many important items. Based on this study and other evidence before it, 
the Congress passed a reorganization act, effective July 1, 1951, known as Public 
Law 841. 

We understand the primary purpose of these hearings is to provide the basis 
for a review by the Congress of the effect of this law upon the operations of this 
enterprise 

Prior to July 1, 1951, the canal’s operating and capital expenditures were met 
by funds appropriated annually by the Congres Tolls, fees and certain charges 
were covered into the United States Treasury as incom: From 1914 to July 1, 
1951, income from tolls and revenues from other 
appropriated for expenses by $274 million 

We cannot emphasize too strongly the commercial character of the operations 
in-the Canal Zone. This strip of land, approximately 50 miles long and 10 miles 
wide, has a population of approximately 50,000, roughly one-half military and 
their dependents, the other half civilian. In addition to the transiting of vessels 
through the canal, the management must conduct the affairs of many other com- 
mercial enterprises to provide the population with all the necessities of daily life. 
The total tolls and gross revenues from those other activities in 1952 amounted to 
approximately $80 milion. 


it exceedingly difficult and in some cases impossible to support high operating 


etivities excee ded the monevs 
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Phe canal has a monopoly of transiting facilities, and little competition in respect 
he furnishing of utilities, transportation, food, clothing, hotels, clubs, housing, 











ation, hospitals, and all the other services required by such a community. 
In short business is a monopoly 
Public Law 841 made it possible for the operation to be conducted in accordance 
generally accepted business practices The law not only gave the Panama 
(anal Company fu ise of its revenus to cover its costs of ope ration but pledged 
credit of the United States on most favorable terms to aid it if necessary in 
‘ wit apita penditure 
Under t aw the Canal Zon nder the supervision of the President of the 
l ted Sta Wi free to d " } S netion to anyone he 
t as bee! pra er t signate the Secretary 
H ir i ra ‘ irom tt Military 
I blis ’ al fr Corps ited States Army 
Gener \ g Off ide a study of the Canal Zone management 
i | and ol i igge Oo 
ro i OIDABLE LO 
I ep Dec her 152 e GAO stated 
sa of ra lion dolla i result to the Government through cor 
latic reduction, or ¢ ination of certain activities and related facilities in 
e zon 
In testimor before the subeommittee of the Committee on Appropriations, 
House of Representatives, in February 1954, Governor Sevbold stated the Com- 
4 i 4 iI ook at an operation build upon 
\ number of localized communities each with its separate service installa- 
police, fire, and so forth, which are the present pattern and are literally the 
erita ea 1 dDugg gaa 
It seems to be t opinion of the General Accounting Office and certain congres- 
onal committees that good business management would quickly eliminate such 
r ( icles 
HOSPITAL FACILITIES 
Che iestion of the elimination of duplicating services of Army, Navy, and 


Canal Zone hospitals has been under study and review by congressional commit- 
agement since May 1947, the past 7 years. It has been apparent 

a long, long time that $1.5 million, or more, could be saved every year by a con- 

solidation and a reduction in hospital facilities without impairment of service. 

ut nothing has been done. 

Hous Report 680, dated June 27, 

in part as follows: 

‘Recent hearings by the subcommittee handling Canal Zone government 
appropriations disclosed duplication of Federal hospital facilities in the Canal 
Zone. The Army and Navy each operates a hospital there in addition to two 
operated by the Canal Zone government. More recent hearings by the Sub- 
committee on Armed Services confirms the duplication. It is evident that 2 of the 
4 hospitals with proper cross-servicing will meet current needs. It is a reflection 
on those involved that this arrangement was not reached long ago.”’ 

It is pertinent to observe that the military has never attempted to and obviously 
could not justify the operation of their hospitals on the basis of economy or 
standard of medical care. 

The total patient-days of the 4 Government hospitals in the Canal Zone for 
the fiscal year 1952 were as follows 





1953, pages 8 and 9, comments on the subject 


Patient-days 





Navy: Coco Solo 17, 778 
Army: Fort Clayton 3 65, 246 

Canal organization: 
Gorgas ; 294 
Colon 207 
Total 232, 455 


The above total of 232,455 patient-days represents only 5 percent of the total 
patient-days (419,013) of Gorgas Hospital in the peak year of 1943. Gorgas and 
Colon Hospitals could easily handle the current patient load. 

When this situation was presented to the subcommittee of the Committee on 
Appropriations, United States Senate, on March 11, 1954, Senator Knowland 
was led to comment 


= 
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“The matter has been under consideration by this committee and its counter- 
part in the House. It has been under the consideration of the Armed Services 
Subcommittee in both the House and the Senate. We feel that there comes 
a time when 7 years of study are sufficient and some action should be taken 

On the same occasion, Senator Ellender put it this way 

‘We are given information to show that if all of the beds that were occupied in 


all of the hospitals during the last vear were centered in Gorgas Hospital, Gorgas 








Hospital would onlv have 55 percent of its bed capacity oc ipied Just stop and 
think of that, Mr. Chairman. * * * The only way you are going to get it con 
solidated is by denying the funds and I am for that.” 


Sut this situation represents far more than a duplication of services and a 
needless waste of large sums of money It is a striking illustration of what hap- 


Tt 
pens in the absence of sound and prudent business mat 








agement 
The Governor, in testifving before the subcommittee of the House Appropria- 
tions Committee, in February 1954, showed clearlv how the inefficiencies affect the 





tolls situation Congressman Hand was questioning the Governor (pp. 797-798 
“Question, Last year we learned, with respect to the general hospital at 
Colon, the normal capacity was 227 and the patient load on January 16. 1953, was 
So, or approximately one fourth of the normal capacity Are you running at 
approximately that same rate of capacity now, General? 
Answer. That is correct. I think all of the hospitals on the zone are genera 





inning in that proportion 
Question. At a fraction of their capacity? 

‘Answer. That is correct. 

“Question. Notwithstanding that, there has been no consolidation of them? 
Answer. That is correct 


‘Question. Do you have figures presently available to us whicl 


h show the net 
s, which last year was $2,200,000 approximately? 
Answer. I think we have the net operating loss of all hospitals, but not broke 
lown in cach case 
Question The cost of operation of the Gorgas Hospital is estimated at 


operating loss for Gorg: 









329,800 and the anticipated recovery is $1,825,700, so the difference betwe 
those 2 figures is very roughly $1,500,000, which represents a continued loss in 
the operation of this hospital, notwithstanding the additional charges which aré 
now being made; is that correct 


a 
‘Answer. That is correct, but I would recall that that is paid by the Company 


and to some extent those charges are redistributed roughout the Company s 
structure 
‘Question. But you are not attempting to say, are you, General, that it still 


does not re presel t a loss to the ly ited States 


Answer. No 


“Question. Certainly it means less money that you would pay Into the 
Treasury? 
‘Answer. On the other hand, it would have effect on the operation of the 


Company in general 

Question. It would have a very beneficial effect if you did not lose that money 
would it not? 

Answer. I do not believe, Mr. Hand, that if you contlnued a net, that that 
would remain such very long; that would be the cause for another revision of the 
tolls and so on 

Question. I completely fail to follow you Will vou amplify on that a littl 

Answer. What I mean is this: If the entire Corporation contlInues—if it did 
continue to make a large net on its operation, that is, over its operating costs, 
pilus the overhead, | am sure it would be necessary to reduce the tolls, to re duce 
the net return.’ 

So here we have expressed the thought that economies are not whorth while 


> 


because they would lead to a reduction in the tolls 
In the enterprise system, a businessman tries to show a surplus through the 


elimination of needless waste His objective is to reduce he cost Of Operatio! 
wherever possibl And if costs ean be sufficiently lowered to result in reduced 
tolls he would know his iob had been well done 


COMMISSARIES AND OTHER RETAIL OUTLI 





To understand what goes on in this field it must be remembered that ‘ 
population of the me is about 52,000 Two-thi of the residents and )- 
thirds of the Government activities are located on the Pacific within a radius 


eer 
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er one-third live on the Atlantic, in or near 





of 5 or 6 miles of Balboa 


m the beginning of construction until World War ITI the Panama Railroad 





Cx any, now the Panama Canal Company, supplied the necessities of all 
Government personnel and departments in the Canal Zone, including the Armed 
Services. The facilities were adequate but did not represent a modern economic 
svstem of distribution It had literally followed the horse and buggy pattern. 
In the days of limited roads and means of travel wherever there might be a 





group of dwellings, so to speak, there would be a general stor 
canal organization and in 1952 





Ther are now 3 retail outlets operated by tl 


their net sales were approximately $21 million 
it as With the hospitals during and since World War II, the Army and Navy 
established their own facilities, 21 in number. There are no figures available 
to us as to the volume of business transacted but obviously it is substantial 
These and the canal organization outlets are concentrated on the two sides of 
the isthmus and are located in close promimity to one another 

In general all emplovees in the zone may buy their supplies 1n a canal store. 
On the other hand. the stores of the armed services restrict sales to service per- 
endents and civilian employees of the military 

Prices are higher in the canal stores than in the military Cigarettes, an item 
of large volume in all stores, illustrate the difference. Canal stores, popular 
brands $1.30 a carton, in Army exchanges $1, in Navy $0.90 

The reason for this uniform difference in prices Was made clear in the testimony 
of Colonel Davis, from the office of the Secretary of the Army, when questioned 
before the subcommittee of the Senate Committee on Appropriations, on March 


sonnel and their de 


“Senator ELLENDER. Are we to understand that the Canal Company prices 


Javis. Yes, sir. 

NDER That comes about how 9 
avis. It comes about by a difference in pricing policy, sir. 
LLENDER. In other words, the Canal Company charges a return on 
all investment, whereas you subsidize it? 

Colonel Davis. That is correct, sir.”’ 

What the Colonel did not explain and perhaps did not understand was that as a 
result of the subsidized competition in this field the cost of operation of the canal 


Senator 


I 

I 
Colonel D 

I 


‘Senator 


stores is substantially increased 

{ congressional reaction to this situation was well expressed by Senator Ellender 
at the same hearing (p. 1560 

“Tt certainly sounds ridiculous, Mr. Chairman Here they all get their money 
practically from the same pocket Of course, the Canal Company gets it from 
tolls, but actually it is all Government money, and just because of a little differ- 
ence in the method of calculating capital investments the difference on a can of 
soup may be nothing, the difference on a loaf of bread may be half a cent, and yet 
you have to pro ide facilities all over lot to meet such contingencies.”’ 

On the same occasion management’s attitude was stated by Colonel Davis 
pp 1552-3 

“The fiseal problems inherent in the Panama Canal Company furnishing food 
sales services to military personnel without material price increase renders infeasible 
any consolidation of military commissaries and Panama Canal Company food 





stores at this time.”’ 

In other words, unless and until the Company is prepared to sell food and eloth- 
ing at less than cost there will be no consolidation of superfluous facilities 

It was the clear intent of Congress in passing Public Law 841 that all of the 
activities of the zone should be run on a self-sustaining business basis. But 
that intent seems to have been ignored 

Canal management is now sponsoring legislation ‘‘directed toward the issue of 
eliminating unnecessary duplication of activities in the Canal Zone’’ and it 
apparently is hoped that as to food, clothing, household goods and other neces- 
sities Congress will act favorably on it 

This draft which would permit the sale of goods and services by the Panama 


Canal Company at less than their full cost to the Company, is now being reviewed 
by the Bureau of the Budget with special attention to the proposed pricing 
policy ; same hearing, p 1552 

Thus it becomes clear it is the position of management that unless the Congress 
provides a general subsidy of the living costs of the entire population, not in 
uniform, there will be no consolidation of these facilities. 
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It is a considered opinion of representatives of the GAO who made a special 
study of this subject during months spent in the zone that if the Panama Canal 
Company in piace of the 57 existing outlets should operate a single up-to-date 
superstore at each side of the isthmus, with at most 12 branch stores, it would 
provide adequate service to all elements of the population and permit of lower 
prices. A good businessman would not hesitate long if he saw a chance to reduce 
retail outlets from 57 to 14 and effect substantial savings 

In its audit of 1952 the GAO points to at least 24 other situations in which the 
military and Canal organization are conducting rival activities with resulting 
losses 

In their special study of December 1952, they detail their findings to show that 
in truth milhons of dollars could be saved if the operation were conducted along 
business lines with ordinary skill and prudence 

A partis ul re medy for this condition could be effected immediately by a retur! 
to a policy that was pursued in the zone tor almost 30 years. It was first adopted 
in 1914 whe nn it was stated by the chief quartermaster and head of the supply 
department: “It is believed that we ought to rigidly adhere to the policy of 
supplying all departments of the Government from the Canal organizatior 
This was done consistently until the advent of World War II and so far as we car 
learn during that period there never was any so-called pricing problen 

The canal organization has ample facilities of every kind to supply the total 
needs of the zone population, 

Operation of the waterway for transiting ships is the basic United States 
activity in the zone. All other activities, civilian and military, are carried on 
because of the existence of the canal The canal organization, unlike the armed 
services, is not subject to major fluctuations in personnel and activities due to 
military conditions. It has and can do the job of supplying the necessary goods 
and services. They should be furnished on a self-sustaining basis as contem- 
plated by Public Law 841 United States employees in the zone are paid wages 
and salaries comparable to those in the United States plus 25 percent for foreign 
service. There is no reason why 1 Government employee should pay 1 price for 
his necessities and another a different price, when both are shopping at a Govern- 
ment store. And we can think of no reason why such living expenses should be 
subsidized. 





CONFLICT OF INTEREST 


A part of the formula for determining toll rates specifies dhs ut they shall include 
payment of an appropriate share of the net costs of Canal Zone government 
In determining this appropriate share substantial soy is required to be given 
to the ratio of gross revenues from tolls to the overall gross revenues of the Com- 
pany, exclusive of the cost of commodities resold, and exclusive of revenues 
arising from transactions within the Company or with the Canal Zone govern- 
ment (2 Canal Zone Code 412 (b 

The legislative history of the enactment of this provision indicates that Congres 
believed it would result in approximately one-half of the net cost of Government 
being recovered through tolls. It is self-evident that when a greater portion of 
expense is borne by the Company, smaller appropriations will have to be sought 
sach year 

Perhaps as a result of this situation, application of the formula for fiscal 1952 
appears to have been very costly to the Company. 

The ratio of gross revenues of the various activities was applied to but one-half 
of the cost of Government. This was done only after excluding the gross revenue 
of approximately $5 million from the sale of $24 million worth of commodities to 
employees, apparently on the theory that these sales to employees were trans- 
actions within the Company. 

This treatment seems to conflict with provisions of the code that expressly 
provide that overall gross revenues of the Company shall include revenue from the 
sale of commodities “exclusive of the cost of commodities resold.” 

As to the other half of the Government expense the management applies a 
modified capital-investment ratio. Needless to say, the capital investment in 
the Canal is very large compared to that of other activities. 

The net result was that of the $9,608,299 cost of Canal Zone Government the 
Company was assessed $7,609,292 or approximately 79 percent. 

If the allocation had been made solely on the ratio of gross revenue as modified 
in the language of the law it would have been approximately $5,284,504, or 55 
percent, a saving to the Company of approximately $2.3 million. 

While we do not have the figures for fiscal 1953 we are reliably informed that 
the ratio of gross revenues is being applied to only 20 percent of the cost of 
government and for that year the Company’s share will be upward of 80 percent. 
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tAILROAD rEAMSHIP LINI 


r to World War II the railroad which crosses the isthmus had a monopoly 
! me t of cargo ftror the Pacifie to the Atlantic and vice versa. It 








perated at a profit. However, during the war our Government built a 
I road across the isthr at a cost of $9 million. This was 
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1-t mily tot extent of 42 percent 
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( ) travel at less than cost t is little wonder that they 
te at It might | \ to have fewer sailings and lay up at least 1 
= the hope the opera n of the other 2 might reach a break-even 
hee iggested b e GAO but the canal management believes 
<6 tihable on the grou 1 that they are ibsorbed by the (¢ ompany 
peal of the hope of increased business for the line when discussing past 
4 \I Noble ( nptre r ¢ e {( mpany tated, p. 773 
hat trend kee Dp, as we it the Panama Line will be making 
juate ce tribution to the ge CO! rate cl o¢ nd be p g ans- 
; he I » j } f t} (07 pany oOo} 1 
i i . aaan t. I, Hear S om ttee f the Com- 
\ y t10 H ( ! resentative Kimpha 
, tmmu be cont ed peratiol t + Cefense 1S e and three 
era i as a matter! I ( ( cr O mulitary pers¢ I und their Ce 
é it, see reasonatl i PSE enel should b iet by defense 
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28 lio the commer 4 ry interest from 
19 1 add fr S23 G4 n doing business. 
has support of the ¢ i 
esti ‘ e subj f »v the Congress 

¢ he passage of Public Law 841 
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( defense features built 1 l 
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g as hi is SY milli in a single vear [t seems the choice facing those in 
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ication that a hought was given to the latter course. By including 
s Juring construction and also adding the cost of defense features 
ina ( added $7 million per year to its costs. This seemed to take care 
ire prof but j id not wipe out accumulated profits so the whole thing 


rit the eal rs that precede {1 the passage of Public Law 841. the views 
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249 f e Committee o Interstate and oreign Commerce, United States 
yp. SOR] 
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In passing Public Law 841, Congress excluded by specific provisions of the code 
interest during construction (2 Canal Code 412 (b We know of no reason for 
Congress to recede from the position taken Db t at that time 

We also learn that based Ipoh a report oi Booz, Allen & Hamilton present canal 
nanagement looks with favor on recommendations as to lower rents, free travel 
accommodations, and tax exemptions that if adopted would add another $1.9 
nillion to the annual bill (pp. 803-804), hearing subcommittee of the Committee 
on Appropriations, House of Representatives, part I, 83d Congress. 

So on one hand we see millions needlessly wasted and on the other are proposals 
from the same source that would unjustifiably increase annual costs by as much 
$5 or $6 million. 

With the Secretary of the Army as Chief of the Military Establishment on the 
one hand and stockholder of the Company on the other, it seems necessary to 


as 


conclude on the basis of the evidence that as things now stand the interests of 
the Company are subordinated to the interests of the Army. This seems wholly 
innecessary. The Army has military installations in many parts of this country 
and in many foreign lands and it has not been necessary for it to dominate the 
civilian life and commercial activities of these communities. There seems to be 


no sound reason for it to do so 
After years of study, the St. Lawrence Seaway Development Corporation wa 
established recently to act for the interests of the United States in the construction 


and operation of a seaway \s with the Panama Canal, it is supposed to make an 
important contribution to the commerce and defense of the United States rhe 
management is vested in an administrator to be appointed by the President, by 
and with the advice and consent of the Senate \n advisory board is created, 
composed of five members, also to be appointed by the President by and with the 
advice and consent of the Senate. It is provided that ‘‘not more than three of 


them shall belong to the same political party 

The Suez Canal is most successfully operated as a business enterprise. It is 
contiguous to one of the largest single military installations in the world but it is 
not managed by military people 

In any event, in time of emergency or war the President is empowered to place 
exclusive jurisdiction over the operations of the Canal and any other activities in 
the zone with an officer of the Army (2 Canal Code 8 

As the GAO has shown us economies in the operation of the Panama Canal have 
not been effected by present management which even proposes to increase the cost 


of operations which would inevitably lead to an increase in tolls This committee 
is well aware of the struggle for survival of that part of our merchant marine 
engaged in intercoastal trade. A good way to help that segment of American 


I 
shipping would be to eliminate waste, obtain an impartial administration of the 
Company and oppose moves by management to increase costs that might require 
an increase in tolls. 

We wish to support the recommendations of the GAO that the whole canal 
operation be administered by a single civilian administrator or a small civilian 
board, one member of which would act as Governor and be responsible to the 


President of the United States The administrator oc members of the board 
should serve full time; should live in the Canal Zone; and should be selected o1 
the basis of successful backgrounds in governmental, utility and shipping fields 
Their salaries and terms of office should be such as to attract able men Such a 


board could be appointed by the President without the necessity fur any new 
legislation. 

This type of management would be consisteat with the method followed in 
TVA and in the St. Lawrence seaway project. 

We are satisfied such a step is necessary for a sound operation and that 1t would 
result in the prompt elimination of most of the problems that seem to be so 
difficult for the present managers 


MATERIAL FACTS NOT YET DETERMINED 


The situation prior to July 1, 1951, the effective date of Public Law 841, so far 
as pertinent to this discussion was as follows: 

1. Section 412 of the eode provides that the toll rate was to be between 75 
cents and $1 per ton for ladened vessels. 

2. The Panama Railrozd Company owned the railroad and conducted most 
of the other business enterprises, including t Panama line 

3. The Panama Canal! agency (new the Canal Zone government) operated and 
maintained the ce r2l 
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Interest and depreciation (on a capital base not defined 
An appropriate share of the cost of Canal Zone government 
2. The corporation was charged with redetermining the tolls at a rate sufficient 
to cover these items after giving 6 months’ notice and affording an opportunity 
for public hearings on the question 
3. Nevertheless, the toll rate fixed prior to July 1, 1951, is still being levied 
i. The canal and its appurtenances were transferred from the Canal Agency to 
the Panama Canal Company (successor to Panama Railroad Company). 
Therefore, upon the transfer of the canal to the corporation in 1951 it became 


the duty of the management to 

1. Reach an agreement with the agency making the transfer on the value of the 
asset transferred 

2. Determine the amount of the defense value of the assets and deduct it from 
the agreed value and thus fix the transfer value 

3. Obtain the approval of the Director of the Budget to the transfer at this 
value. 

4. Certify such value to the Secretary of the Treasury. 

5. Determine the amount at which tolls should be set to meet interest and 
depreciation on this asset and the other specified charges against tolls. 

6. Give a 6 months’ notice of the amount at which tolls had been set and afford 
an opportunity for public hearings. 

From the testimony of the Governor we learn nothing as to which of a variety 
of formulas may have been used in determining value. There is no hint of the 
amount of defense value ascribed by them to the canal or the method followed in 
making that finding. But the amount of these items could have a most sub- 
stantial effect upon the amount of tolls necessary to meet interest and depreciation. 

We are told the Ebasco report may have a bearing on these important questions 
But we are also informed it has been classified by someone as confidential and is 
not available 

Under these circumstances we believe this committee can perform a great 
service by insisting that the canal management promptly comply with the law. 
Until this is done, it is hard for us to see how the committee can come to grips 
with some of the basic questions involved. 

Furthermore, until the law is applied it is clearly impossible to say whether there 
has been an equitable compliance with its provisions and if so whether it has 
produced the just result for which the Congress hoped when it was enacted. 


ASSOCIATION OF AMERICAN SHIP OWNERS, 
New York 4, N. Y., June 17, 1954. 
Mr. Huaeu 8. WILuiAMson, 
Vice President, Association of American Ship Owners, Washington 6, D. C. 

Dear Huon: At page 495 of the enclosed May 1954 copy of the U. S. Naval 
Institute Proceedings is an article on “The Panama Canal, an Auxiliary of the 
Fleet.’ 

This is a borrowed copy so please don’t mark it up. It does contain, however, a 
number of statements which might lend dramatic support to your pending con- 
tention that a fair national defense deduction should promptly be made. 
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Vote the! Ow y 

‘The dvnamic concept which lea to the constructio! f the Panama Canal was 
basica ( of naval strategy * ; That such a waterway Ww 1 at the same 
t e become an everlasting benefit to intracoastal and woritdwide shi gy was of 
course recognized, but this idea lacked the compelling urgency of the itegic 
moti 7 g tne irs nrestricted S¢ Pana 1 ( l i 
¢ I e to | taken yew hat f granted | the Na t I 
pia I is W is operat nal purposes it 1s regarded t 
a fi ind ope vaterway or navigable strait ‘Inde t 1 ‘ I 
inreasona to re e the Panama Cana it fa i 
the i t sis » at least the same geree a i ( 
shipvard or naval bass 

And at page 503 

‘It is evident * * * that the Navy’s terest in tl trategic tallation. this 
supporting component of the fleet, must transcend any other incidenta - 

x x 


eration 


Mr. Auten. Thank you, Mr. Williamson 

The committee will recess until 10 a. m., tomorrow. 

(Whereupon, at 11:55 a. m., the committee recessed until tomorrow. 
Wednesday, July 7, 1954, at 10 a. m. 
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OPERATION OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


WEDNESDAY, JULY 7, 1954 


House or REPRESENTATIVES, 
COMMITTEE ON MercCHANT MARINE AND FISHERIES, 
SUBCOMMITTEE No. 3, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 
219, Old House Office Building, Hon. John J. Allen, Jr., of Cali- 
fornia, presiding. 

Mr. Atuten. The committee will come to order. There will be 
inserted in the record the letter of transmittal of the statement from 
Benjamin Kaplan to President Seybold with regard to the Rent 
Panel. 

(Letter referred to will be found on p. 152. 

Mr. ALLEN. This morning the first witness we will hear will be 
Mr. LaVern R. Dilweg 


STATEMENT OF LaVERN R. DILWEG, REPRESENTING UNITED 
STATES CITIZENS ASSOCIATION 


Mr. Ditwee. My name is LaVern R. Dilweg, former Member of 
Congress and practicing attorney in Washington, D. C. My asso- 
ciate is Emmit O’Neal, former Member of Congress and attorney 
and former Ambassador to the Philippines, and at present located 
in Washington, D. C. 

My associate doesn’t need any introduction. He has been on the 
Appropriations Committee for a long time. 


With your indulgence, I will read into the record my statement 
which is very short and I hope that I can elicit some questions from 
- the committee to give you the benefit of whatever | know about the 


situation down there in Panama 

The United States Citizens Association members are composed ol 
United States citizens residing in the Canal Zone, and we are acting 
as their counsel and Washington representatives Many, if not all 
of the members of the USCA chose to establish a home in the Canal 
Zone upon representation from the United States Government that 
certain compensation would be given them, including low rental, 
free medical care, hospitalization, a 25-percent differential in pay, 
and other so-called fringe benefits These provided the margin 
necessary for their needs for a way to prepare for old age after years 
of service in the Tropics. The Federal Government carried out its 
inducements approximately 40 years ago and thereby attracted and 
retained skilled United States workers for the operation in the Panama 
Canal. Original housing was free and then for many years only a 
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plover ot the Ked ‘y i! (;overnment in the Canal 70 e are subject to 


the 1 vhile emplovees of non-Federal activities such as churches, 
banl co lissaries, shipp d oil companies ai 1iot taxed nol 
are the noncitizen emplovees of the Federal Government in the zone 


Naturally, this seems unfair and serves to lower the morale of canal 


em] ees 

Public Law 841, 81st Congress, placed in effect a new accounting 
system for the Panama Canal Company Section 412 b of that 
legislation reads as follows 
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Through an administrative decision, the policy was adopted that 


each separate activity of the Panama Canal Company would recover 
all costs of its operations despite the inclusion of the words ‘‘facilities 
and appurtenances” related thereto in the basic legislation. The 


pees 
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application of this total cost recovery program has resulted in a tre- 
mendously increased cost of living for the canal employee 

In addition, the employees of the Canal Company and Panama 
Canal Government have been apprehensive over the representation 
that they had under the Secretary of War, one Peter Beasley. Mr 
Beasley was the adviser to the Under secretary of War as late as 
October 1953. <As of August 1953, the Panamanian Government re- 
quested a review and revision of the treaty arrangement between 
their country and the United States Government. At this time the 
adviser to the Under secretary of \\ ar, Mr Beasley, had access lo 
classified material in regard to any revision ol the treaty agreement 
between the respe ctive countries and as of October 30 left the employ 
ment of the United States Government and was employed by the 
Panamanian Government as an economic advise! | have with me 
itis in my briefcase here—the original stenos raphic transeript ol the 
hearing before the Committee on Armed Services in the matter of the 
Beasley case. | personally believe that his action is reprehensible 
however, I will await any action that might be taken in this case by 
the Attorney General of the United States Gentlemen, ladies, | 


| it 
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think that these tacts wouid certainty altec ny worker, be it in 


Panama ¢ anal or any other place, for, to ny knowledge, no one makes 
a vood worke! when he has money troub es, which is quite evident in 
this case. 

Ma I, with your ind ile nce eturn to the matte of rents In 
some instances these rents have increased more than 100 percent 
within 12 months The complete cost ot construction, Mamtenance, 
interest and all overhead, must be recovered through rental charges 
Rents of houses built in the early 1900's have increased to the point 
where they are out of proportion to the value received DY the tenants 
and the newly constructed housing rents for approximately $100 per 
month, which few employees can pay 

Except for marine activities, almost all commodities and services 
sold by the canal are sold to the employees who number approximately 
3,800-——United States citizens. In an attempt to meet the total cost 
recovery program, the zone prices to its employees have spiraled 
It is true that the cost of living has increased in the United States 
but workers in the United States are not burdened with completely 
repaying to the Government the cost of building and maintaining the 
“facilities and appurtenances” in the Panama Canal. The price 
paid for food. clothing, other necessary utilities, and so forth, must 
be sufficiently high to cover the cost of construction of the buildings 
housing the activities, maintenance and interest, depreciation, operat- 
ing overhead, plus actual cost of the article or service purchased. 

With this background, one can readily understand the morale of 
the citizen employee of the canal was extremely low at this point 
but then the roof fell in when Congress proposed to cut the differential 
of base pay from 25 percent to 10 percent, with no representation in 
the National Congress. It was necessary for the employees to band 
together and send representatives to Washington to plead their case 
Thus the USCA was born as a child of necessity, and after explanation 
by its representatives and others, Congress did not insist on a disas- 
trous reduction in the last session, which in effect, would have reduced 
the present 25-percent differential for United States citizens to 10 
percent, and cause the loss of other fringe benefits 
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I have listened to the testimony offered to this committee and was 
positively amazed when the Governor told this committee that the 
Panama Canal Company had no plan to implement the recom- 
mendations of the Booz-Allen-Hamilton report. I personally cannot 
be so naive as to feel that an administrative agency doesn’t suggest 
to Congress recommendations or legislation needed to make its par- 
ticular unit operate with precision. The Governor testified before 
the Appropriations Committee of the Senate on Civil Functions and 
stated that with the reduction in help it was necessary to give the 
remaining United States raters adequate compensation and fair 
treatment. The Senate committee in its report on this same bill 
concurred in the position expressed by the Governor. The cost of 
the Booz-Allen-Hamilton report to the United States Government 
was $38,000. If there is any question about justifying the basic 
approach to the report, with an expenditure of $38,000, we certainly 
could require some member from the Company who made the report 
to appear before this committee and present the necessary evidence. 
On the other hand, it would seem that if the Governor, who is in direct 
contact with the employee in the Canal Zone, appreciated the fact 
that they had not been treated properly and, along with his Board of 
Directors, recommended that the Booz-Allen-Hamilton report be 
accepted as a solution for the employer-employee relationship in the 
Canal Zone. 

I had an opportunity to hear Mr. Newman from the General 
Accounting Office and his attorney, Mr. Eckert, state that in the 
transiting of boats through the Canal Zone, we must do equity to 
the shipper, to the United States Government, and the employee. 
A great deal of time was spent by the gentlemen from General Ac- 
counting Office in stating that their Office, as an adviser to Congress, 
should be able to place their fingers on the cost of rentals, com- 
modities, and so forth. In that we must agree inasmuch as we feel 
that certain accounting practices must be carried on in conducting 


an entity under Federal charter. If we knew how much the housing 
was watered down by site clearance and other elements, the United 
States rater would be very happy. In the main, the United States 


citizen who is working in the Panama Canal Zone objects to having 
his compensation reduced by an accounting practice that amounts 
to a subsidy to local raters either in the housing project or hospital- 
ization and medical care 

| think the chairman of this committee, the Honorable John Allen, 
dr., perhaps placed his finger on the crux of the problem as far as 
the employee is concerned, when he interrogated Mr. Newman from 
the General Accounting Office as to the apprehension of the employee 
as to things that might happen rather than existing conditions 

At this point I would like to make a very positive statement that 
the chairman and the committee as a whole, have done a wonderful 
job in trying to get at the facts. I also wish to pay a compliment 
to Howard E. Munro, who presented a very fine statement in his 
presentation to the committee on July 6. I studied his statement 
in detail and certainly must agree that he exhausted the subject. 
Having served in the House as a Member from Green Bay, Wis., 
I appreciate the extreme difficulties that a Member is up against in 
analyzing and finding a solution for matters of this kind. With this 
fine statement in the record, I feel that I can confine my statement 
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to a need as far as the employees are concerned in the Panama Canal 
Zone, to one of action by this committee now, and if the General 
Accounting Office and the Bureau of the Budget have other ideas how 
this problem can be solved, let us bear in mind that the employee is 
entitled to some immediate action on the part of this Congress 

I would like to slant my remarks at this time to the fact that the 
average GS-5-9 employee of Panama Canal Company, with benefits 
as recommended by Booz-Allen-Hamilton report, will consist of 
$5,435. In base salary and $1,359 in differential, plus $652, in rent 
and transportation allowances, total $7,446—gross extra compensa- 
tion amounts to 37 percent of his taxable salary. If he bases tax on 
his full salary and differential, his net earnings would be $6,580 or 
36.4 percent of net earnings of his counterpart in the States, exemption 
of $280 on differential will be necessary to bring his compensation 


into reasonable gross alliance with the market On recommended 
extra compensation—net earnings would rise from $5,800 to $6,760 


annually by virtue of $932 in additional compensation provided by 


partial tax exemption by rent allowance and transportation allowance 


on lea es. 





The average employee has a $932 stake in the race against inaction 
by Congress before adjournment In two respects, rent and trans- 
ports LION, the recommended program will involve additional costs to 
the Company These costs should not be permitted to find theu Vay 
thro ‘h accow ting allo. ations into rents or into the prices of Ods 
and services sold employees I believe that this committee has been 


adequately informed as to what the Booz-Allen-Hamilton report 
recommended without reiterating at this point the respective recom- 
mendations. The Appropriations Committee of the House made 
some comment on this report and did criticize same in its minor 
aspects, but in the basic recommendations said nothing I believe 
we have to be practical in these matters and feel that this com- 
mittee will analyze the picture properly. 

in conclusion, I wish to suggest that if the Generel Accounting 
Office and the Bureau of the Budget or tl e shippers have any ques 
tion as to the amounts to be paid for tolls, that the individual em 
plovee be given his proper compensation by congressional directive to 
the Panama Canal Company. 

In my opinion the Panama Canal Company can give relief to the 
individuals involved without legislation. I personally believe that it 
is absurd for the employer to take the position that he is all for cer 
tain recommendations and then do nothing about it You gentle- 
men on this committee are practical persons, and I think you get my 
general approach to this matter. 

In December of Jast year I spent approximately 10 days—of course 
that makes me an expert—on the isthmus in order to acquaint myself 
with all the problems first hand. I believe that my visit to the isthmus 
gave me sufficient contact with the employees to understand their 
problems and | hope this committee will extend to me the courtesy of 
asking any questions that might solve those problems 

Mr. ALLEN. Do you have any questions? 

Mr. Dorn. Yes, Mr. Chairman. 

You state here that the individual employee be given his proper 
compensation by congressional directive to the Panama Canal Com- 
pany. What do you mean by congressional directive there? 
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Mr. Ditwee. Well, I am certain that you know this, but in com- 

tlee reports Congress many times expresses its intent. Subse- 

ently you may get in trouble as to an ambiguity in the law or 
something of that nature, but it is not uncommon for Congress to say 
to the administrative agency that this is our intent in back of the 
law, and we feel that we can accomplish it this way 

Mr. Dorn. What would vou say such a directive should state? 

Mr. Ditwee. In the main, I would say that the Governor should 
take a little more interest in the fact that we have 3,800 United 
States employees in the Panama Canal who certainly thought they 
would get action on the Company’s recommendations, last fall, and 
have received nothing in the interim 

Mr. Dorn. Doesn’t it need a little more than that to implement 
the Booz-Allen report? 

Mr. Ditwec. No; I don’t think so. 

Mr. Dorn. How about the exemptions on the income tax? 

Mr. Ditwec. They made their own suggestions on that and sug- 
gested that perhaps you can raise the rates of pay so that in effect 
the individual would get the 25-percent free of income tax, and | 
think they can do that. They can raise the base rate of pay down 
there 

Mr. Dorn. Do you mean that this committee should suggest that 
the rate of pay of people in the Canal Zone be raised to take care of 
the income tax on the 25 percent? 

Mr. Ditwee. No, 1 donot think so. If the company itself suggests 
the solution, there is no need for Congress to comment on that. Now 
we get to the third recommendation, that is the 50-percent reduction 
in rent and free transportation. IJ am sure that you know that the 
present administration is very much concerned about putting overseas 
pay, in most instances, in a general agency. 

Ir. Dorn. You want a 50 percent reduction in rents. My under- 
standing is that there are some people down there such as pilots who 
make $15,000 a year. They are paying for very, very fine quarters 
something like $80 or $90 a month. I wish I lived in as good quarters. 
Do you think they should have 50 percent reduction in rent? 

Mr. Ditwea. I do not think the pilots receive $15,000 a year nor 
do they cet the 25-percent differential. 

Mr. Ditweea. I do not think the pilots, under the present act, I do 
not think they get the 25 percent differential 

Mr. Dorn. They would be affected, they live in the same Canal 
Zone quarters 

Mr. Ditwee. But vou see the effect that you have on the average 
individual down there is that you subsidize 

Mr. Dorn. But I am trving to find out how you would differentiat« 
You talk in your report about people making $6,000 a year. 


Mr. Ditwi That is the averag person 

Mr. Dorn. But there are people employed by the Canal Zone who 
make $10,000 and mor 

Mr. Ditwec. There are probably 100 pilots or less. I doubt if 
your statement of $10,000 or more would apply to very many of those 
peopl | think that they struck an average here and of course that 


is the only way we can approach the matter, how the average person 
is being affected with so far as his income is concerned. When we 
talk about the local raters getting low rents, because they cannot pay 
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any more who pays that? It must come from some place and it 
must come from the operation of the Panama Canal Company. 
When the Governor said, before an Appropriations Committee of 
the Civil Functions, that we have a problem with the local raters as 
far as taking care of them, hospitalization, medical care, many of 


them cannot pay. Where does that come from? It comes from a 
subsidized program. It cannot come from any other place. 
Now, I think the witness who was here yesterday answered one of 


your nist when he said over here we pay for whatever we want. 
We do not have any preference between the man who makes $15,000 
or $10,000 or $5,000 or anything else. We pay for our aaa 
But we realize that down in the Panama Canal Zone that their 
housing as far as costs is concerned exceeds our costs here by at least 
25 percent 

Mr. Dorn. I not only do not realize it, but my understanding 
from actual observation is different. The cost of their housing is 
at least one-half as low as our housing up here, particularly in 
Washington 

Mr. Ditwee. On a full recovery program with maintenance cost, 
overhead and so forth in each unit costs exceed 25 percent. Who is 
paying for it unless the individual does? 

Of course they amortize the houses on the basis of 50 or 60 or 70 
vears, depe nding on the type of construction 

| happen to have a building corporation in Green Bay, Wis., and 
I know building costs. I was very much interested in going through 
these units. J] agree with you. I think that some of those units 
down there are very livable but the cost is way beyond what we pay 
up here and my only answer as to why the cost is more is that in 
carrving out our relations between this country and Panama we buy 
anything that Panama produces down there, cement, tile, roofing, 
from Panama, so that the contractor is not at liberty to bargain for 
his materials. He must buy his materials from the Panama Canal 
Company who in turn buys those materials from Panama. I have 
no objection to that except as the individual has to pay through the 
nose for it 

Mr. Dorn. I can only tell you that I cannot say that the only 
people who make over $10,000 and who pay for very fine quarters 
about $100 or less a month, that their rent should be lowered—lI can 
only say that I do not agree with you. 

Mr. Dirwea. The formula as to whether you should lower their 
rents or not is not the basic question here. The question is what 
was the inducement that brought me down to Panama? Has my 
United States of America carried out its contract with me, and I do 
not care whether vou do it by reducing rents or anything else 

Mr. Dorn They have been there longer than 2 years, most ol the 
people you are talking about, and their contract is long since up 
If they care to return to the States and gel another job, they can, 

Mr. Dirwee. At a cost 

Mr. Dorn. No; no cost at all. The Government will pay for their 
return transportation 

Mr. Ditwee. If their term is 2 years, that is right. 

Mr. Dorn. Most of these people have been down there longer than 
2 years. 
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Mr. Ditwec. May I put a question to you? What would you 


do under the same circumstances? You would come back here. | 
would. I do not like the climate personally. I do not understand 
wht any body would live down there But | did “0 through the 
entire operation down there. I was amazed to see what a wonderful 


engineering feat these engineers did 50 vears in advance of their time. 

Mr. Dorn. Those men who did those tremendous feats are now on 
the pension rolls and perhaps should have increased pensions, but 
that has nothing to do with the people down there now 

Mr. Ditwea. You still need competent people, adequately com- 
pensated, and the Governor has said that to Congress 

After all, how far is Guatemala from the Canal Zone? Don’t we 
need United States citizens operating a very vital operation in the 
zone? And don’t we have to consider not ] ist accounting practices 
but the human element that must enter into it? Those factors are 
something that are more or less inherent and I know that you were 
down there and I think you informed me you married your present 
wife who is from the zone, is that right? 

Mr. Dorn. That is right 

Mr. Dinwee. And you also informed me that you liked it. Well, 
I cannot quite agree with you on that After all, the zone is only 50 
miles in length and 10 miles wide and it is very much like living on a 
ship. You kind of get all upset. Some of my very best friends are 
on the Appropriations Committee and they took a crack at this report, 
but when they have to go to the minor aspects to do that—but you 
do not get at basic things—I do not think it is right 

Mr. Dorn. Getting back to the housing proposition. Mr. Munro 
said he did not feel that there should be a housing cost hased on per- 
centage of earnings. What is your opinion about that? My feeling 
like, that those who make 
more should pay more, those who make less should pay less. 

Mr. Dinwee. Well, I think he also said that you have to come down 
there and have got to wait your turn for the better housing. You 
come down as a freshman and you take the composite unit 

Mr. Dorn. But on the old-type housing, there should be a sliding 
scale also gradually as this older-type housing is replaced by the 
newer-type housing, it could be made a general, one scale. You can 
have, in my opinion, for each type of housing, a scale so that the 
person who is earning $4,000 and $5,000 or less would be paying less. 

Mr. Ditwee. But you have no choice. It is first come first served, 
and you cannot own your own home. 

Mr. Dorn. I do not think vou follow what I am telling. You are 
driving at 

Mr. Dirwee. I know what you are driving at 

Mr. Dorn. Say that there are three types of houses, good, better, 
and best, or somebody might term them “good,” ‘‘worse,”’ and ‘“‘worser.”’ 


is that since so much of the housing is a 


There can be a sliding scale on the best type of housing on a certain 
percentage of salary. There can be a sliding scale on the next grade 


of housing and there can be a third sliding scale on the next grade of 
housing. 

So that your lower income could pay proportionately lower. Your 
higher income who are occupving the same kind of housing who 
would have to pay a little bit more. Do you disagree with that 
system? 


—— VT 
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Mr. Dinwea. I do not disagree with that, but 1 am trying to follow 


vou, if you do not mind. I think Mr Newman from th General 


Accounting Office said they were very much concerned with how 
much water and extra costs went into the general housing picture 
that caused the rent to go up 

[ think Mr. Eckert who testified said that what we would like to 


know from an accounting picture is what this house cost; period 
And if the charge to the individual os $200 and he cannot pay it, cut 
them in half or give him more differential] 

Mr. Dorn. I do not believe in looking at the rent problem from the 


accounting angle, but on the houses’ original cost 

Mr. Ditwaea. But that is what they do 

Mr. Dorn. | realize that 

Mr. Ditwee. [f you will bear with me for a moment, I went over 
to a private little city over there, and I cannot think of the name 
where the oil companies had built some houses. But they put up twice 
as much house for less money 

Mr. Dorn. Then you are criticizing the present Army management 

Mr. Ditwea. I do not think I can criticize that because I also 
pointed out to you that there are some diplomatic things that come 
into the picture that I have no control over or should comment on. 

Mr. Dorn. I do not think that had anything to do with Panama 
at all 

Mr. Dirwea. If we should pay to help Panama’s economy that 
takes 25 percent more 

Mr. Dorn. I do not think that affects the building costs. 

Mr. Ditwee. That is like discussing religion, we will both go away 
with the same idea, I guess. I know what you are driving at. 

Mr. Dorn. Which up here would cost you $225 a month, you ought 
to pay proportionately. If you are going to cut the rent in half it 
will cost $125. Now they are paying about $100. If that is occupied 
by a man earning $6,000 a year, let him pay $60 or $70 a month rather 
than the present figures. 

Mr. Ditwea. I can pay that $225 a month, but I will own that home 
in 20 years. I cannot own that home down in the zone. 

Mr. Dorn. I am talking about rental prices and not mortgage 
prices and paying off mortgages and taxes and interest. 

Mr. Ditwea. That is one thing that we got to consider in the zone 
and that is if 1 want to own a home | cannot. You and I pay rent 
here in Washington and we say so what. But there are people 
who would like to own their homes. There are people who would 
own those homes in 20 years. When he is through there he must 
leave the Canal Zone. 

Mr. Dorn. Those are things I realize. 

Mr. Ditweac. Those are the little things that get me kind of upset 
when we make certain inducements to the people to go to these places. 
We know that Congress changes every 2 years apd a new adminis- 
tration may have new ideas, but we have a very vital operation down 
there and I think that the Panama Canal is a little bit different than 
general overseas services, be it in Saudi Arabia or Africa or any other 
place. 

1 think that people who are intensely interested in their job and are 
doing a good job should not have financial troubles or they cannot 
work efficiently. 








234 PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


Mr. Dorn. Do you mean that they have financial troubles down 
there, these people making $5,000 and $6,000 a year? 

Mr. Ditwec There are many people in the zone that could not 
take theu vacations because of these various things that happened 
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charges, and so forth. That is what they informed me. That is 


hearsay I cannot be positive about that, but they so informed me. 
By the way, I am taking too much time and doing too much talking. 


I think the very honorable gentleman to my right who has had some 


experience in tropical climates can give you some idea of what it means 
to live in the Tropics. My good friend Emmet was in the Philip- 


pine Islands approximately 2 years and I think the committee would 
be interested in knowing what the practice was there with respect to 
climate. I think the Philippine climate is somewhat comparable to 


the Panama Cana! 

Mr. Dorn. Of course the United States gave the Philippines their 
indepel dence 

Mr. Di W E¢ Yes, and Oul showease of democracy Ss still there, 
but this does not change the climate 

Mr. Dies. I feel that the Panama Canal is a very vital operation 
and I feel that it is essential that we maintain it with a maximum of 
American citizens. I do not agree with the policy of substituting 
noncitizens in that great project I think it is cheaper in the long 
run to pay 2 or 3 times as much and have American citizens there 
than to substitute noncitizens 

Furthermore, I think that you have got to offer some good induce- 
ments to get people to go there and do the maximum work. I do not 
think any body would choose the Panama ( ‘anal in preference io some- 


place in the United States. There would have to be some reason to 
vO there There might be a fellow here or there who micht vO there 


for the adventure, if you like that sort of thine, but I do not think that 
generally a man with a family would want to go there unless he had 
some very cood inducement to do it 

With that premise, what I am interested in is how to reach this 
thing, how to go about it. They have inducements for the people to 
vo there for the oil companies 

Mr. Ditwea. That is one of the major problems in the zone. I 
work for the Panama Canal Company and pay taxes. Right next 
door to me my neighbor works for Esso Oil for 18 months or more 
and pays no taxes I do not take the position that these people 
should not pay taxes, but my fellow American should also pay or I 
should receive the same treatment 

Mr. Dries. | am trying to clarify some things in my own mind. The 
Booz-Allen report undertook to recommend certain things that ought 
to be done to make this service more attractive to the employee, is 
that right? 

Mr. Ditwec. That is right 

Mr. Dies. All of those things could be done by administrative 
action. There is nothing in the recommendations of the Booz-Allen 
report that would require congressional legislation, is there? 
Mr. Ditwee. I probably would have to differ with you on that. 
Mr. Digs | don’t know | have never read the report 
Mr. Ditwee. I was thinking of the matter Mr. Dorn brought up 
on the 25 percent tax free differential. We now have a limitation 
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paid as to the differential in an appropriations bill. If we are going 
to permit this differential to be paid to these people and make it tax 
free, | think you would have to have legislation. 

Mr. Diss. But with the exception that 

Mr. Ditwec. I do not think that there is any question but that the. 
could accomplish it 

Mr. Dies. That could be accomplis! ed by directives 

Mr. Dinwee. That is right 

When the Governor—and I think he is a very fine, sincere man 
comes before an Appropriations Committee and before your com- 
mittee and says yes, we have reduced the work force, but they have 
to be adequately compensated and treated fairly, and then in the 
next breath will say, well, the Booz-Allen report was a report to 
Congress, I cannot do anything about it. I think that is not good 
management. 

Mr. Diss. That is not what I am afte: What I am trying to find 
out here is what we can do to help in a situation. Now one thing we 
can do is that we could request that the Booz-Allen report be put into 
effect. Now where that would be complied with, or whether or not 
it would be complied with, | don’t know 

Another thing is that we have two bills pending, and I believe Mr 
Munro said would reach the situation 

Mr. Ditwee. It would help and we naturally are very much in 
accord with his thinking in that respect 

Mr. Dins. With the two bills? 

Mr. Ditwea. The bills are the same bills. They provide the same 
relief. 

Mr. Dies. Well, now, what I am trying to get at is 1 understood you 
to say in your direct examination that all we needed was a congres- 
sional directive. I assume what you mean by that is that you have in 
mind the committee stating to the Governor that we think the Booz- 
Allen recommendations should be carried into effect, is that it? 

Mr. Ditwea. | think that is sufficient. After all this hearing is 
under the Reorganization Act in which a committee who passed 
the legislation wants to be certain that the intent of Congress is being 
carried. And I think that this committee, in a report, could say we are 
in accord with the Booz-Allen-Hamilton report and direct the com- 
pany to put the recommendations into force and effect. 

Mr. Dies. Just summarize briefly, if you will, the main provisions 
of it. 

Mr. Ditwee. There were five recommendations. 

Mr. Diss. That are now being done 

Mr. Ditwea. There is only one that is in force and effect and that 
is that the 25 percent differential 

The second recommendation is the 25 percent differential should be 
tax free. 

The third is that the rents should be cut in half and employees 
should be given free transportation. 

The fifth recommendation is that they should have the fringe bene- 
fits they had before, one of which would be a free hospitalization, but 
of course an Appropriations Committee has made it mandatory that 
they must pay some part of the hospitalization and medical care that 
they get That is the report 
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Mr. Dies. Supposing we take the proposition about the rents. I 
think Mr. Dorn is correct that if you are going to cut the rents in 
half you should certainly not cut it for men getting $15,000 a year, 
but as to the general worker, why couldn’t the committee support 
tl Booz-Allen recommendation as to all employees except those in 

ertain category ttine above a « Lain amount 

Mir. Ditwes { think that is reasonabl 

Mr. Dies And then the Panama Canal government could put 
that into effect 

Mr. Dirweea. I think that is a reasonable approach 

Mr. Dies. Then why couldn’t we simply report as a committee 
Lo Ul Congress that we have studied these recommendations and 


find that with certain modifications they should be put into effect 
by the Panama Canal 

Mr. Ditweca. I think that is all that is necessary 

Mr. Dies. Rather than to go through the process of passing 
legislation here that might pass the House and then be stymied in 
the Senate 

Mr. Ditwesc. | am probably a little critical of the Governor and 
what he said, and maybe on the other hand he is right to this extent, 
that if this committee says that we have examined the Booz-Allen 
report and we think that the recommendations are practical, with the 
stamp of approval the Panama Canal Company can put them into 
force and effect. Maybe that is what he wants. 

Mr. Dies. I think modifications should be made, with reference 
to rents as it applies to those who are earning larger salaries. 

Mr. Ditwea. Yes. 

Mr. Dies. But I am convinced that you have got to offer these 
people inducements comparable to those offered by the private 
companies 

Mr. Ditweea. Mr. Allen slanted that remark the other day and ] 
think he hit the nail right on the head. 

Mr. Dries. He usually does that. 

Mr. Ditwec. But aside from that, Mr. Allen, I think, in talking 
to Mr. Newman, put the question as to what is the concern of the 
worker down there? It is a matter of what is going to happen in the 
future or is he satisfied with what he is getting today? Actually that 
is the crux of it. Sure there are a lot of gripes that have no basis at 
all. It is what the emplovee is not getting today that makes him con- 
cerned about the future. And I think that you will agree with me 
that if you have money troubles you are not an efficient worker. 

Mr. Dries. Well, I won’t go quite that far because there are very 
few of us in Congress who do not have them constantly. 1 think 
we have gotten to the point that we overdo this thing of morale based 
on money. It is all right if it is based upon something that is reason- 
able, but of course we are never satisfied. We never do satisfy our 
wants, no matter what we are getting, our morale would be much 
better if we could get twice as much. But I do see some justice to 
the complaints about this thing. I think that we could rectify it 
by a report. It seems to me that if we do not approve of all the 
recommendations in the Booz-Allen report we could specify wherein 
there could be a modification. I think you are right about the 
rents, but why couldn’t we have a modification. 
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Mr. Ditwec. The Governor said the other day that the 25 percent 


differential was the key problem, but he doesn’t go on into the res 
of the recommendations that his own board of directors concurs in 
That is what amazes me 

Mr Di | think eve DO yo ih to pay taxes Kvery Limerican 
citizen ought to share in the support of his Govern ent That is why 
I voted against the Democratic proposal to raise this exemption be 
cause I simply do not believe that anybody ought to live in this country 
without having some share, however small, in the support of the 
Government. It is the only way that I know that we can stop this 
mania for spending You take these people out of the paving class 


and then the majority would naturally be in favor of almost any sort 
of expenditure. I think they ought to pay taxes down there. 

Mr. Ditwea. I do not think there is any objection to that except 
the fellow next to me doesn’t pay and then I get mad 

Mr. Dries. But wherever we can reach it, everybody who has a stake 
in this Government, which is every citizen, should support this Gov- 
ernment Sut there are various ways of doing things that would 
more agreeable to the employees than raising their salaries or a re 
mission of taxes. You have got the question of your costs. ‘That is 
allocated against the employees, in effect. You can give him relief 
along that line, along the line of rentals and groceries. 

In the military there are all sorts of fringe benefits. They go into 
a PX and buy stuff at a much lower price than what the rest of us pay 

Mr. Ditweea. The military buys on a 4 percent markup. The so- 
called company commissary operates on a 32.4 percent markup. 

Mr. Dies. I think you could give him some benefits through recom- 
mendations along that line without having to go to Congress and ask 
for recommendations. If you could do that you could give me 
people some benefit now, whereas if you undertake to pass a bill i 
the last days of this session you know what will happen when it pi 
over to the Senate during the last days. It will be lost and forgotten. 

I do not see why our committee could not make and give some con- 
sideration to a reasonable report. 

Mr. Ditweca. I respect your judgment in that matter and I think 
that same thing positively would take care of the matter. 

Mr. Dies. I do not agree with the proposition that these people 
should be glad they have got the job. It is one thing to say why 
don’t you quit? A man has been down there and adjusted himself 
and lost all of his contacts back in the States. I can see how a fellow 
feels about it. We need patriotic Americans whom we can trust. 
I kind of believe the way that George Washington did, that let none 
but the Americans be on guard. 

I would rather pay an American and pay him three times as much 
and know that he loved his country and had a stake in it rather than 
to employ somebody who has no patriotic feeling toward our country 
and as a matter of fact secretly resents us because we are prosperous. 

Mr. Ditwea. I don’t know why I am testifying. You are making 
the best case I heard so far. 

Mr. Dies. And I think we owe it to these people because they do 
not have any pressure groups as they do not vote here and are not 
like somebody who can write letters from his own district to his 
Senator or Congressman. I don’t know any of them from Texas. 
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[ do not think I have gotten a letter from the State on the subject 
matter 

Therefore I feel that we should lean over backward to see that that 
matter is gone into thoroughly because they cannot exert the pressure 
that organized blocs can in this country. 

Mr. Atten. Mr. Dilweg, just to make the record complete, you 
mentioned the gripes. Are there some good things about the canal? 

Mr. Dirwec. Well, when I went down there, Mr. Chairman, the 
people were very much upset and all that sort of thing, so perhaps I 
am not a good judge. I think the facts as to morale speak for them- 
selves in the case of the presentation I made today. You can come 
to your own conclusion whether the individual has a right to gripe or 
his morale is low on the facts, not my expression or my conclusion 

I liken it to being on a ship too long and you get kind of weary of the 
people vou see every day and your inability to leave 

Mr. ALLEN. It is to an extent like living on a small island or like 
living on a ship, as you say. 

Mr. Dinwec. You were down there almost 3 weeks. 

Mr. Auten. Your entertainment is limited to a few things. 

Mr. Ditweca. That is right; primarily fishing, if you like to fish. 

Mr. ALLEN. It is true, is it not, that the way of living is sufficiently 
different from any way of living in the States that it is not realistic to 
compare the two directly? 

For example, the people up here have problems of four seasons and 
the clothing and the eating and the rest of the adjustments necessary 
to accommodate themselves to natural changes. Where down there 
the climate is almost monotonously exactly the same throughout the 
year. They have the problem of clothing that is entirely different 
from here. They have an upkeep and a very short life with the cloth- 
ing. They have a type of housing that is entirely unsuitable to almost 
every place in the United States and quite different in construction 
and maintenance and upkeep and in the attacks of fungus and termites 
and other irritants that are constantly annoying. Those are all things 
that are different from conditions up in the States. 

If you take those matters into consideration, is it not true that it is 
entirely unrealistic to compare item by item those things that are up 
in the States which have sort of the same name down there? 

Mr. Ditwec. That is right. This statement about not having big 
league baseball or seeing television, well, I like baseball and I get a 
great kick out of it. If I were down there I probably would like to 
be back here to see a baseball game. I do not think that is an un- 
natural thing 

The fact that they do not have a big zoo and other things, you know 
you just cannot take a good physical workout in that climate unless 
you have an air-conditioned building, and as far as you and I are 
concerned, I like my daily workout and I am sure you do too, but 
those are little things vou cannot get down there. 

Mr. Atuen. Do you know what those people do when it comes to 
time for retirement? It is true that they are no longer permitted 
to reside on the Canal Zone proper 

Mr. Ditwee. They have to get out 

Mr. Atten. Do you know where they go? 

Mr. Ditwee. I presume they go back to their homes or relatives, 
Ol back to the States, but they cannot own any property down there 
and they must leave 
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Mr. ALueN. As a matter of fact, there is a considerable colony in 
Costa Rica 

Mr. Ditwee. Maybe so; yes, sir 

Mr. AtuteN. Do you have any information as to what effect this 
threat of a limitation of 10 percent on the differential over the salaries 
had upon the employees in the Canal Zone, particularly with reference 
to anybody actually leaving? 

Mr. Dinwea. Well, I think that you have in the record a very 
thorough review of the number of persons who left and the reasons 
for their leaving, as presented to this committee yesterday by Mr 
Munro. I intended to pay him a compliment and I will do it again 
| think labor has done a wonderful job in giving this committee a 
very thorough factual picture. 

Mr. ALLEN. You mentioned the prices of building materials. I 
presume those that are produced locally are produced at a fairly 
low cost, but I wonder if the *y are priced competitively to the U nited 
States landed costs or building materials furnished from the States 

Mr. Dirwec. Well, the successful contractor usually shops around 
He cannot shop around down there. When he builds a house down 
there he must buy any materials produced down there from the 
Panama Canal Company who in turn buys it from Panama 

Mr. Dorn. Are you sure of that, Mr. Dilweg? 

Mr. Ditwea. I did not actually see the transaction, but that is my 
information. 

Mr. Dorn. I am inclined to think you are at least partially mis- 
taken 

Mr. Ditwea. If I am mistaken I stand to be readily corrected be- 
cause I do not want any statement going into the record here that is 
not true. That is hearsay information from them 

Mr. AuueNn. I think probably the main item of purchases is cement 

Mr. Ditwee. And tile. They produce tile down there and cement 
blocks and that sort of thing. 

Mr. ALLEN. Do you know how many, if any, of the American 
citizens working in the Canal Zone live in Panama? 

Mr. Ditwea. I do not believe any do, sir 

Mr. Auten. Mr. O'Neal, you have been sitting there rather quietly. 
| think we would be very much interested in some of your comments, 
particularly on what is a proper differential to be paid to someone 
living in the Tropics who would rather live in the United States 


STATEMENT OF EMMET O'NEAL 


Mr. O’Neat. I know how pressed your committee is, and the 
Members of Congress. I will be very brief in what I have to say. 

[ think Mr. Dilweg and Mr. Munro’s comments here have gone into 
many phases of the situation and in great detail, and I am confident 
that anything I would say would add little to what they have said. 

On the question of living in the Tropics I recall reading Kipling’s 
poem Pagett, M. P., in which one of the members of Parliament was 
talking about the heat. He termed it “the solar myth.’”’ He was 
taken out there onan investigation and stayed probably 6 months 
By the time the bugs got through with him and the temperatures of 
104 ete., he was convinced there was more to the ‘solar myth’’ than 
1e¢ had thought before 
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rh is ho tion but that a ybody iving Wy the ‘Tropics who is 
ut of the temperate zones has a problem and a situation that he 
aoesn t ilerstand until he goes through it 
lf may make some personal references and it has already been 
ought out by Mr. Dilweg, that I was in the Philippine Islands. Ws 
re very fortunate there. Manila is t sea level and just a few degrees 
ibove the Equator, but within 125 miles is a very high mountain, 
on the top of whi’h is Baguio, 5,500 feet in the air, which has a climate 
oO | Ping st. N. ( 
4s a matter of moral wh | as there, I tried to see to it that 
every American who was in the employ of the State Department. or 
oth { the American agencies over which I had some control, 
went to Baguio to spend a few days each month. Personally I wish 
t had been possible to go once or twice a week. I think that affected 
the operations of the State Department out there, and the othe 
rencies In a most helpful way I do not think you can take it too 
long unless you do something of that kind. | will not dwell on that 


T 


I will not attempt to go over so much that has been said, but there 
are | or 2 things that I would like to comment on, and the first thing 
is what can be done about it. It is not only what these people would 
like to have done but they have great fear that something else might 
be done to them that will increase their cost of living and will affect 
their whole operation. 

do not see why something cor ild not be effected to protect them 
from the ste indpoint of what may happen in the future, by putting into 
a bill or putting into a report, in effect, a limitation which would say 
that no executive action should be taken that would increase the 
cost of living above what it was on the average in 1951, 1952, and 
1953. I am not trying to be dogmatic about that. I merely mean 
some formula as to what is a reasonable living norm. These people 
are living in fear that something will be done to them designedly or 
inadvertently. If some kind of limitation could be put in that could 
protect them from an order or policy which would put upon them a 
much heavier burden than they can stand it would be helpful. It 
might be possible to prevent an injustice, and thereby help the morale 
by saying that the cost of living shall not be increased by Executive 
order or in any other manner. 

When these people came to see me in Washington I was struck by 
the fact that these are American citizens who do not seem to have 
anybody directly representing them. They do not seem to vote for 
anybody. They come up here to Congress and there is no elected or 
appointed representative from the Canal Zone. He doesn’t know 
where to go to be heard. He has no personal representation in any 
legislative body in the Canal Zone. He just doesn’t know where to 
tell his troubles. 

I do not see why it would not be practical and fair to give repre- 
sentation on the Board of the Company to the American Canal Zone 
employees. The Company is the arbiter of their affairs. Why 
wouldn’t it be proper to give these people the privilege of expressing 
themselves, giving their points of view and fighting for principles 
which they believe to be vital to their existence. I be lieve they should 
have two members on the Panama Canal Company to sit in and give 
the viewpoint of these American citizens in Panama so that it will be 
better understood by the governing Board? They could not dominate 
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the picture. As Americans they are entitled to some representatior 
where rules and charges are made affecting them 

[ have no question in my mind that many of the problems would be 
solved if they had the opportunity of presenting them to people who 
are going to act on their problems, and the very fact that they have 
the right to tell it would help to solve many of the morale questions 

Today they are wandering around and do not know where to go or 
how to tell their story. Things happen without their knowing it, and 
they feel that they are sort of a forgotten race. I do not see why 
something could not be required to give them a chance to be on the 
Board and have a forum to come in and tell their story and have some 
representation 

That is all, Mr. Chairman 

[ appreciate very much the ¢ourtesy shown to our group and I will 
not take any more of your time 

Mr. Ditwec. I will add to Mr. O’Neal’s statement that when I pay 
real-estate taxes or personal property taxes to my local government 
[ also have a right to vote for the man who rv presents me 1n that local 


covernment It seems to me that if I have to pav for loeal govern 
ment I should have some right to representation 

Mr. ALLEN Are there any questions 

Mr. Mit MMA Do they have pe rsonnel advisers down there? 

Mr. Ditwec. They have what they call a shirt sleeve conference 
every once in awhile | have never attended one I can only say by 


hearsay what the people have said about it; that they tell their story 
and that is the end of it, and nothing happens. I believe Mr. Munro 
testified substantially the same vesterday iF other words, 1t 1s not 
satisfactory. You present your case and they take no action on it 
You have representation, but only in the sense that vou are there 

Mr. Mumma. I don’t know. We have some military and other 
establishments in my community and I find them very helpful. They 
all have personnel advisers where an employee can go in there and 
state his problem. I don’t know what their problems are. Some of 
them are pretty near unsolvable. I don’t know whether the Supreme 
Court would do it, but generally speaking, there is a nice spirit between 
those and certainly the people that work for the Army and Navy 
down there would have a comparable setup. I don’t know about the 
Panama Canal 

Mr. Ditwea. They get no information as to what the corporat 
entity is doing. They are just working for them, period. That is it 

Mr. Mumma. How deep should the corporate entity go in discussing? 
In my business I am glad to discuss things with employees, but I 
don’t discuss every move we make with them or topside moves 

Mr. Ditwee. I don’t go quite that far. What I am trying to say, 
and perhaps I don’t say it as well as I should, is that if I am part of 
an operation, if I am a partner, and that is what these employees are, 
because they expect to get 50 percent out of the services and the 
commissaries, and so forth, to pay for local government, when I am 
a partner, I should have something to say about the operation of the 
partnership. If you fix my salary and I know that tomorrow I am 
going to get X dollars, all right. Then I have nothing to do with 
management. My labor union will take care of me if I have to fight 
for wages that should be increased or something of that nature, but 
when I am put in the position where I have to pay part of the opera- 
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tion down there, and it must come from some of the services down 
here, | think I should have a right to speak up and see what is 
happening 

Mr. Mumma. Well, wherever you live you pay your proportionate 
share of keeping things run. They don’t call the voters or residents 
or citizens a partner in that transaction 

If a fellow is from Michigan there, he has the privilege of voting 
by absentee ballot, doesn’t he? Well, I will take it this way; my 
secretary is from Michigan and she hasn’t been home to vote for a 
number of years, but she always votes. Now, if she had been living 
in the Panama Canal she would still have those same privileges. 

Mr. Ditwec. I don’t think it is true for the 48 States Some 
States would 

Mr. Mumma. I realize that. I just cited that. In Pennsylvania 
they don’t have an absentee ballot . 

Mr. Ditwee. In Wisconsin you have the right to an absentee 
ballot, but why should I concern myself with voting for somebody 
in Wisconsin when I am living in Panama and I| have got to pay for 
part of the local government? If I am in Wisconsin and I pay my 
local real-estate taxes and property taxes, I can vote for you or my 


alderman or somebody else 


Mr. MumMaA They have a Congressman they can vote for, which 
was brought out by Mir. O'Neal The trouble is even right here in 
the States there are only about half of the people who vote, when 


the opportunity may be half a block down the street, but they do 


have the opportunity of voting for a Congressman in certain par- 
ticular States 


Mr. O’Neau. But they don’t have an opportunity to vote for an 
alderman or council or the mayor, the people who fix the direct taxes 
over them. Of course, they are all American citizens 

Mr. Mumma. They don’t have that tvpe of government down there 

Mir. O'Neat. Well, really, Mr. Mumma, when it comes down to 
it, they have nothing to say about what happens to them 

Ml Mumma. I maintain the ordinary thing they would have 


something to say, vou or I don’t know the particular questions and 

things thev want to knov That mav be the w hole hitch when they 

s thre ‘an’t find out anything I have lots of people come to me, 

as ordinary Congressman, and they want things that are away 

beyond my reach for thet They have no conception of what vou 
( nd What vou cant get 

Mr. O'N Lt. | feel this group should have some representation in 

t] ( ernment there like any other American citizen does 
1} i int I at Mh vy 

Mr. Mumma. There are others down the line that they ean go to 

vith their complaint Whether it would | granted in every instance, 


1 don’t know You know that, too, Mr. O'Neal 
! ALLEN. Thank yo very nN ich, gentlemen 
Mr. Dinwee. Thank you for permitting us to testify. 
Min \ EN Mr. Murray vill you identify you! elf for the record? 


pieased [to ! Vo nresent 


1" 
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STATEMENT OF GERALD FITZGERALD AND MILTON MURRAY 


ON BEHALF OF GOVERNMENT AND CIVIC EMPLOYEES ORGAN- 
IZING COMMITTEE, CIO 


Mr. Murray. My name is Milton Murray, secretary-treasurer of 
the Government and Civic Employees Organizing Committee of the 
Congress of Industrial Organizations | appear today to present to 
the committee testimony that was prepared for presentation by our 
legislative representative, Mr. Gerald Fitzgerald. With th 
man’s permission, I will read Mr. Fitzgerald’s testimony 

Mr. Auuen. If you would care to, you mav have the statement in 
serted in the record and comment on it in your own language 

Mr. Murray. | would just as soon read it, Mr. Chairman, and then 
make a few additions of my own, if it is agreeable 

Mr. Auuen. All right 

Mr. Murray (reading 


chai 


Mr. Chairman and members of the committee, my name is Gerald Fitzgerald. 
I appear as legislative representative of the Government and Civic Employees 
Organizing Committee, CIO, composed of employees in all levels of Government 
State, county, and municipal, in many areas of Federal employment, and more 
specifically for several thousand so-called local-rate employees of the Panama 
Canal Company and the Canal Zone Government organized as our local No. 900 
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As for Con l st ctivities in Panama, I am convinced that the success of 
ul ties is favored by certain aspects of relations between the United States 
und Panama it nection with « il operations and application of the treaty 
led for the purpose of its « truction, particularly in regard to ~~ 
Panamanian nationa s far as rking conditions in the Can 

Zone are ¢ ned | 5 aisc! natio elps Ci mmunist propaga agg acer 
4 O sé i | he masses that it wouldn’t have 

dk shine 
Che “different circumstances ) is would be those enjoved under more 

e tT) re tT ‘ 

That is also the attitude of the employees whom | represent [t 
omes therefore as somewhat of a sho k to learn in roundabout 


fashion that some elements of our State Department are somewhat 
miffed because Canal Z 


| Zone employees support their own President. 
By the same token I presume I am now also in ill repute because | 
00 believe the situation demands rectification I maintain contrarily 


that I adhere not only to the role of the American citizen of undivided 


nT ce, but that I subseril also to the American tradition of 
equitable treatment for all 
Thi ‘certain. aspects to which the President of the Republic 
ostering subversive tools thus are those on which this 
country must concentrate to remove The basic element of each 
ot tl ispects is the failure of the United States to implement the 
creed of the American people, fair, impartial, and equitable treat- 
ment for all Tl s the me tivating force t! roughout Ou! land: it 


all peop les SLrive, but 


is broadeas Lo he world as the ideal for which 
it is the same element we most ignore in our relations with Canal Zone 
1 


loc: Lers And that despite the fact that it is, and has been since 
the raiting, a specinie of the 1936 treaty between the United States 
( i 1 
lt w elterated again this vear in a joml statement of the respec- 
e Presidents on the occasion of President Remon’s visit to this 
country. Furthermore Executive Order 10450 spells out the thought 
in detail in these words 
e A i rad nthat ally ms should receive fair, impartial, and equitable 
ut ti ands of the Gov 
and it is to that and the standards and procedures set forth local-rate 


mployees pledge loyalty the while maintaining loyalty to their own 
national government 

It has been bruited about that local-raters seek Canal Zone employ- 
ment primarily as a means of acquiring United States citizenship. 
Nothing could be further from the truth. Not only is there a dearth 
of evidence to substantiate the statement, the fact prevails that it 
just cannot be done as a concomitant of employment. What is far 
more important, Panamanians in particular have an unswerving 
lovalty to their native country. 

{mong the scores of Panamanian youth who served in the Armed 
Forces of the United States, and including the half-dozen or so who 
lost their lives as a result, there is no evidence as far as we are aware 
of a single individual seeking to utilize that service as basis for United 
States citizenship. 

All they seek is employme nt under conditions conducive to their 
continued well-being. Frankly they are not now experiencing such 
The pattern of wage discrimination for instance. It is perfectly ridicu- 
lous to construe the duties of a United States rate truckdriver as being 
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four times more exacting and valued from a compensatory standpoint, 
than the duties and responsibilities of a local-rate school-bus driver 
to whom is entrusted the transportation of a group of children. But 
such happens to be the case. 

Comment is too frequently heard that the local-rate employees are 
foredoomed to lower levels of achievement by virtue of lack of capa- 
bilities. The evidence to the contr ary Is best manifested by daily 
observations, isolated of course rather than prevalent, of comparable 
performances of similar tasks from both segments of pay-scale ranks 
Only a decade ago racial supremacy suffered its deserved crushing 
defeat; it is somewhat alarming to note this vestige remaining. 

There are numerous other facets of the problem—commissary privi 
leges, hospital care, segregation—which scarcely need detail. It 
should suffice to state that most if not all result from what we view as 
misguided fiscal policy. 

Somewhat apart from fiscal policy is another very alarming situation, 
the conversion of schooling for local-rate children from an English- 
speaking to a Spanish-speaking curriculum. There are far more 
complexities involved than can be enumerated here. It should suffice 
to note that here is proposed a far-reaching proposal that warrants 
considerably more study and preparation than can be possible with 
an overnight transition. We urge the committee to undertake an 
exhaustive review of the proposal before any action is effected 

Originally the concept of the function of the canal was to provide 
military security via shortened water route, and via the same facility 
increased economic security by virtue of faster transport of agricul- 
tural and industrial products. Cost was not a paramount issue 
Security, of both broad areas, was. Now, however, cost and the 


cutting thereof, appears to be the dominant motive. It is interesting 
to note that in 1920 the toll per ton of cargo for canal transit was only 
$1. Freight rates at that time ranged roughly from $15 to $25 per 


ton depending on the type of cargo. Today the freight rates range 
from $30 to $40 per ton according to the class of freight; bulk, general 
cargo, valuable cargo, and so forth. The transit toll? Ninety cents 
per ton. 

We submit the solution is perfectly obvious— raise the tolls to the 
point where the canal can be self-sufficient while providing for all 
its emplovees a decent standard of living. Operational figures of the 
canal for 1953 reveal gross tonnage in transit of approximately 
41,700,000 tons. A token increase of only 10 cents per ton would thus 
provide a sizable sum to correct many of the current inequities. We 
do not advocate that increase as adequate, however Considerable 
more would be in order, even to the extent of a rate of $2 per ton, if 


total eradication of the distressing situation is to be achieved. To any 


anguished cries that such an increase is exorbitant, that it would drive 
shipping from the seas as well as from the canal, it is well to note that 
no such « alamity befell automohile s} ipping When in 1953 freight rates 
for that commodity were increased 33% percent Nor was there any 
lessening of freight when in the midthirties rates on some types of 


cargo were raised almost overnight from $25 to $36 per ton 

The solution is there, or failing there, in sufficient appropriations 
from the Congress to carrv out the proper concept of the canal, 
a military and economic necessitv, without calling on nationals of 
other countries to subsidize our operations when we in turn are 
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sec right Oo one ) vishine subsidies on more removed 
‘ 
‘| nere ; Oo ! eh: Stake 1n thie nrea ist helow us to close our 
‘ rappreciation of tl probiems of the peoples there who 
iTé Ss ao ( »a tree ahd ae ¢ itic Way OT tile 
WW st move q kly to remove all causes for dismay on the part 
' i \) t i t hbors 


it is the single tool they need to refute and reject the nefarious and 
subversive elements which seek a foothold on one of our main bul- 


Nr Cha rman that on 1des the testimony olfered by Mr. Kitz- 


Geral With your permission, | would like to add just a couple of 
comments. I would like to be very frank. I heard the testimony 
of M D ( [ have not heard the previous testimony offered by 
her {1 ( vefore the committe Mr. Dilwee testified on be- 
of tl ited States-rate employees that there was a disruptio1 
h iS ac tion of mo he operation of 
ir ) one}! f our | Stat rit 

| t tT an ( ian Ni Dilwee, havi spent only 
Sd ’ ist. Jar 7 ( onduct al sive survey 
h des tion oO ral mo the United 
~ S yi¢ PAS | ! | orsemel n | he 
rey S Ss Ol } eDO ha re ] nendation ae to th 
(‘go | ) | ) ext ve surve made he inal I 
thin { id be inequitable ar Injust to our own citizens of the 
United States to reduce the 20 percent premium that they enjoy or 
that tl Vy are og n ior workin outside of the | ted States ] think 
that the evidence Mr. Dilweg could have cited as to the destruction 
of the morale wv the growth, the sudden and rapid growth of the 
eitize issociation down there, which sprang into being to defend 
thes United States-rate workers dealt with the canal administration 

In what believe to be a respon rhe and reasonable manner, 
During the course of our relations with two governors we have 


rought about some improvements for the local-rate employees 
Following some negotiation with the former governor Newcomber, 
here was a 5 cent an hour increase given to the employees across the 
board Subsequently we went back and pointed out that when he 
had given the increase, he also raised the prices paid, raised the rents 
and cut off certain services, and | believe thr uch oul persuasion the 
Government granted another 2% cent per hour cost of living adjust- 
nent 

Governor Seybold has met with our committees and with our 
officers on numerous occasions. We have managed through him and 


through these negotiations to obtain a number of adjustments in 


wages for various classifications. We have opened up promotional 
opportunities for the local rate employees previously denied to them 
and during all of these gains recorded by our union negotiations, we 
have continued to lose members because there is a thinking in Panama 
that calls for even wilder and more intemperate demands to be made 


and we are not making them We are not being unreasonable 
Now, we still face in the Canal Zone the problems of discrimination 
and segregation. I listened to the testimony concerning the housing 


given to the United States-rate employees. I would support, if they 
will accept my support, the argument that the United States rate 
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employees in the Canal Zone should enjoy a distinct preferential 
treatment in the matter of low housing costs, but for our people the 
situation is far worse. The housing is inferior, substantially inferior, 
and the rates have been increased 

Now, the matter of cost in the Canal Zone, our union member, our 
local-rate employee pays exactly the same for a loaf of bread as your 
$15,000 a year pilot pays. He pays exactly the same for his other 
basic staples as your five, six and seven thousand dollar per year 
United States-rate employees pay. 

Mr. ALLEN. Before the question gets out of mind. Have you 
examined the new structures that are available to local rate employees 
down there? 

Mr. Murray. Some of the housing is being vastly improved. 

Mr. ALLEN My observation was that that type of structure to the 
people living in it was superior to anything | saw owned or occupied 
by any Panamanian subject in Panama in the comparable type of 


occupation. I took the trouble to go in and interview a couple of the 
people living in them, and they seemed to be highly pleased with the 
position I don’t think you can make a blanket statement tha ill of 
the housing furnished by the United States for those people is interior 
or anything els« That just isn’t the fact 


Mr. Murray. It is not inferior to what is in Panama, what is offered 
for other emplovees in the zone 

Mi \LLEN They were superior in construction to 50 to 90 pereent 
of the houses occupied by United States-rate employees 

Mr. Dorn. Doesn’t the United States Government want them to 
return to living in Panama rather than the zone? 

Mr. Murray. Some of the Panama real estate men do I am not 
sure the opinion is shared by the Government 

Mr. Dorn. Can’t they buy their foods, if they want, and live in 
Panama? 

Mr. Murray. They can if they wish to 

Mr. ALLEN. What is wrong with that? 

Mr. Murray. Nothing, except that we call upon these people for a 
degree of lovaltyv to their job and at the same time establish rates for 
them done for comparable work 

Mr. ALLEN. What does a Panamanian laborer get in Panama by 
way of daily salary? 

Mr. Murray. That I don’t know, Mr. Chairman 

Mr. Aten. Wouldn’t you say that a dollar is a fairly high 

Mr. Murray. I couldn’t even guess. I don’t know 

Mr. Dorn [ can tell you the rates of servants emploved in Panama 
The highest rate in rather wealthy households is $25 a month, without 
housing. 

Mr. Murray. Well, wouldn’t that same argument apply for United 
States nationals? Wouldn’t they move across and live there, too? 

Mr. ALLEN. In one sense we are paying United States nationals 
to do a job which we could get Panamanian citizens to do for a certain 
price. For example, we can take a dollar a day for running a truck 
We are paying Americans, I suppose, $12 to $14 a day for the same 
job, but isn’t $11 or $12 of that money for the inconvenience of moving 
out of a place where they like to be and working down there in the 
zone? 


Mr. Murray. Not that much. 
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Mr. Auten. Away from their people. We couldn’t get them to 
go down for less than that, or we wouldn’t pay it 

Mr. Murray. Some of the jobs, Mr. Chairman. very well could 
be held by Panamanian citizens... The skilled jobs,.some of the 
top ones, | wouldn’t care to argue the point, I believe should be held 
by United States nationals, and under the setup that we have concern- 
ing the Panama Canal, there is no doubt 

Mr. Auten. Isn’t it true then that the only point of difference 
possibly between your philosophy and the philosophy that prevails is 
us to where you draw the line, how many United States nationals 
should be down there? 

Mr. Murray. That I wouldn't care to discuss, because 1 wouldn’t 
be qualified to draw the line. I do believe that skilled workers should 
be United States nationals. 1 do believe that a sufficient force should 
be maintained of United States nationals down there, but where you 
are calling upon something like 14,000 Panamanian citizens to come 
in there and in some cases do identical work, it is clearly inequitable 
to establish such a vast differential while maintaining for them the 
same commissary privileges, the same price for a pound of beans. 

Mr. Dorn. They prefer to deal in the commissaries rather than in 
the Panamanian stores, and one of the biggest gripes, I understand, 
in working out this present treaty agreement between the United 
States and Panama, the Panamanians themselves would prefer 
is to close these commissaries 

Mr. Murray. To force the workers to go into the Panama markets, 
which are inadequately stocked in many places, not as wide a variety 
and not as good quality, and in some instances the prices could be 
higher. That | have made no great comparison of. What shopping 
| did while in Panama I did in Panama City. I didn’t have to buy 
groceries except at the E] Panama Hotel, and very few of the Panama 
Canal emplovees, either United States rate or local rate, shop at the 
Kl Panama Hote! 

Mr. ALLEN. | don’t want to interrupt your statement too much, 
Mr. Murray, but we are getting to about the time we are going to have 
to recess. Do you have a further statement you would like to make? 

Mr. Murray. No; I have concluded, I believe, my points on it. 
| wanted to emphasize the morale problem. I think it applies par- 
ticularly but it applies equally, let’s say, to the local-rate employees 


and to the United States-rate emplovees. After all, vou are looking 
to a vast body of less skilled or unskilled workers to do a lot of the 
necessary maintenance work of the canal. You are looking to their 


lovaltv and their dependability 


Now certain fiseal policies have been extremely unfair. When 


the Congress did increase the retirenent annuity, the disability 
annuity, as they call it, that a man who has been employed by the 
eanal for 0 or 40 yvears and can no longer fulfill ris iob. he will vet $45 
t month maximum instead of $25 a month maximum, now the fiscal 
polcV Is to reduce that to the barest minimum If he ean get out and 
raise a few chickens and sell a few eggs, the General Accounting 
Office demands that be deducted fro his $45 aximum, and like 
ie United States-raters, these people who have helped Lo dig’ and 
maintain the canal for a long pe: of time are forced to leave any 
benefits they may enjoy in the Canal Zon 


a etc orcreneetn ce corn... 
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Mr. ALtLen. Can you give me any citations of authority from the 
ruling of the General Accounting Office? 

Mr. Murray. It has been accepted in the administration of the 
Canal Zone in the application to the workers 

Mr. AuueN. Is that true, Mr. Newman? 

Mr. Newman. I have no notion of what the gentleman is talking 
about. 

Mr. Murray. We do have meetings with the Personnel Depart- 
ment of the Canal Zone. We have our union organization. They 
give us the courtesy of hearing our cases, and sometimes we appeal 
them directly to the Governor and our personnel relations are de- 
veloping in a good vein, but we have a number of grievances along 
those lines of the people who have been deprived of what you might 
consider their right to the $45 after 30 or 40 years of service, who are 
not getting it because they can sell a few eggs. I could talk about 
the grievances, Mr. Chairman, at great length 

I would like to say, if I might, in conclusion, that I believe that 
Governor Seybold has been attempting to carry out as far as possible 
what could be done for the general benefit of employees, both United 
States rate and local raters. I think that he has, too, willingly 
accepted what you might call the golden shackles of the limitations 
of him income. He has to live within his income, and with that 
limitation he has gone along. 

Now, we are protesting that 

Mr. Mumma. Do you mean his personal income? 

Mr. Murray. I mean the income of the Panama Canal Company 
and basically the income they have derived from the tolls of the ships 
in transit. He is trying to eke that income out by reducing some of 
the services. The Panama Canal Zone is no longer as be autiful as it 
used to be. It is littered with paper. He has tried to raise prices in 
the commissaries to increase his internal income and offset some of 
the costs. Those — should be applied against the shipping 
industry to give the Governor more elbow room to move around with 
| think then we can negotiate and the United States citizens could 
negotiate. 

Mr. Mumma. Those fellows down there fight a good bit among 
themselves, don’t they? 

Mr. Murray. I think that is because we don’t know each other well 
enough. 

Mr. Mumma. Those Panamanians are not always satisfied with 
their own government. I was down there one day they had a revolu- 
tion. 

Mr. Murray. That is before President Remon. I believe he is 
trying to do much more for the people. 

Mr. Mumma. You really make me feel as if we are imposing on 
these people. 

Mr. Murray. To an extent we are, sir 

Mr. Mumma. Do you really think so? It strikes me we are doing 
them a wonderful thing, having the canal there. They have a higher 
degree of living than the countries around them. 

Mr. Murray. -We had to shoot quite a few of them to convince 
them we were doing them a good turn when we moved in. 

Mr. Dorn. Are. you sure of your history on that? 
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lr [1 l belive t was occupied during the administration 
of Theo K ( 

Mr. Do | suggest vi read your history a little bit 

\I \ iA. O re question I am going to ask you. You are 
an autho on evel r else here that vou are speaking about. 
but vou do! KNO th ocal rate down there, about what they are 
rettu here Ul are employed in Panama 

Mr. M1 I made no study of that, sir 

Mr. Mumm [It seems to me to make your own argument good 
here you would have that basic information 

Mr. Mur y. | am arguing in behalf of employees of the United 
States Government—that is directly or indirectly, employees 

Nii \lumMM The re are a lot of peopl down there that would work 
for the United States Government if they cot the chance 

Mir. Murray. I think there are quite a few 


Ir. Mumma. Even though your members have dropped off, the 
number of local rate people haven't dropped off in the same proportion 
You said that yourself 

Mr. Murray. No 

Mr. Mumma. There is a lot of interesting stuff here, but I just 
can’t imagine when you are selling goods you usually know what the 
other fellow’s price is. That is one of the most essential things 

Mr. Murray. Well, it is my conscience, sir, and if my philosophy 
would permit me to sell the same bill of goods that the Communist 
Party is selling with these people, | would have a pretty rood selling 
job. I would have 10,000 members down there rather than the job 
I am doing 

Mr. Mumma. Everybody who wants to put a point over drags the 
Communists in 

Mr. Murray. They dragged us in. 

Mr. Mumma. That is all 

Mr. Dorn. I just want to make a statement along the lines of what 
you were saying. I first do really want to recommend that you read 
the history of Panama and the history of the United States and the 
canal. 

Mr. Murray. Perhaps my reading mixed up with Richard Harding 
Davis. 

Mr. Dorn. Secondly, I do want to congratulate you on bringing in 
the name of the Panama President Remon, who has done so much to 
cement the relationships of the United States and Panama and who is 
probably one of the greatest Presidents that Panama has ever had and 
is doing not only a great deal for the poor and middle class of Panama, 
but is really putting the nation on a firm economic basis. 

Mr. Murray. He is doing a tremendous job. 

Mr. Dorn. I do want to congratulate you for bringing his name 
before the committee today, because I think there is no question but 
that the future of the Canal Zone is in large measure dependent on the 
fine relationship between Panama and the Canal Zone that now exists. 

Mr. Murray. I think he wants to maintain that relationship, sir, 
working toward it. 

Mr. Auten. Thank you very much, Mr. Murray. 

Mr. Murray. Thank you. 

Mr. Auten. Mr. Tyson, did you want to testify? 
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STATEMENT OF WILLIAM S. TYSON, ATTORNEY, LOCAL 30, CANAL 
ZONE PILOTS OF THE NATIONAL ORGANIZATION OF MASTERS, 
MATES, AND PILOTS, AMERICAN FEDERATION OF LABOR 


Mr. Atten. Would you answer three questions for me’ 

Mr. Tyson. I will try 

My \y EN Would 4 iu ident 1) VO rs rst t the I cord? 

Mr. Tyson. My name is William S. Tyson. I am attorney in 
Washington, counsel for the Master Mates and Pilots Local in the 


Canal Zone 
Mr. ALLEN. Will vou tell us how many pilots there are in the Car 
Zone? 


Mi TYson Ninety three, as I understand at th present time 
Mr. Aruen. Do you know the annual salary? 
Mi TYSON. Mr. Chairman, | have that schedule, b if | didn’t 


bring it with me, because I didn’t know 1 would testify, but 1 think it 


ins from about $6,500 to around $13,000, I think. I can furnish that 
to you. 


The information was later furnished by Mr. Tyson: 


WasHINGTON 5, D. C., July 9, 195 
Representative JoHN J. ALLEN, Jr., 
, Chairman, Panama Canal Subcommittee. 
Committee or Me chant Marine and Fishe eS 


House of Representat ves, W shingtor DD. ¢ 


Dear REPRESENTATIVE ALLEN: In my testimony before your subcommittee 
on Wednesday, July 7, I was asked for the basic rates of pay for Canal Zone 
pilots At that time I gave the committee the approximate wage rates but | 
did not have with me the exact monetary schedule 

I have secured the exact basic pay scale of Canal Zone pilots which is as follows 

Basic wage 

rates 

Pilot-in-training : $7, 944 

Pilot, probationary —s 9, 079 

Qualified pilot 5 11, 349 
Pilot: 

Over 134 years_- 11, 892 

Over 3 years 12, 433 

Over 4% years_- 12, 743 

Over 6 years 13, 053 

Over 744 years 13, 364 


I believe this is the information which you requested. 

I wish to take this opportunity to thank you for giving me a chance to present 
information to the subcommittee with respect to the Canal Zone pilots 

Yours very truly, 
WituraMm §. Tyson 

Mr. Auten. Do you know what the overtime situation is now as to 
whether they are still working far in excess of normal hours? 

Mr. Tyson. I understand the situation on that is that beginning 
about January 18, 1953, they began to pay what is called time and a 
half, or true overtime, and since that time they have put on approxi- 
mately 20 pilots and are working very little overtime at the present 
time. 

Mr. ALLEN. What is the situation, if you know, with regard to 
recruiting new pilots? I remember the regulation required that a 
pilot should have been a master of his own ship at sea and should be 
under 35 years of age. 
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Mr. Tyson. | think that is still the rule. I think it is 1 year master 
of an oceangoing or Great Lakes ship and then 6 years experience 
otherwise 

Mr. ALLEN. Do they still have an ability to get masters who have 
had the experience under 35 years of age? 

Mr. Tyson. I think from the information that I have on that there 
is some difficulty in getting people with that experience under the age 
limit which they have. 

Mr. Atyen. Thank you very much, sir. That is all. Thank you 
very much, Mr. Tyson. 

The phase of the hearings that we have been going through is now 
concluded. I had overlooked the fact, Mr. Williamson, that you 
hadn’t been cross examined 

Mr. Witiiamson. I am not going to insist on it. 

Mr. Atten. Would you come forward, Mr. Williamson. 


STATEMENT OF HUGH WILLIAMSON, VICE PRESIDENT, ASSOCIA- 
TION OF AMERICAN SHIPOWNERS—Resumed 


Mr. Dorn. I wonder, Mr. Williamson, if you would tell us a little 
about the Panama Railroad, its operations down in Panama and its 
operations in the docks as placed in the economy and its relationship 
to the tolls that are charged to the ships running through the Canal 
Zone 

Mr. WixurAmson. Well, the relationship to tolls would only reflect 
itself in the losses sustained in operating the railroad. As I tried to 
say the other day, with the advent of the express highway across the 
isthmus and the constant use of trucks by the armed services, and by 
the use of ships for tranmitting materials across the isthmus, the 
railroad which at one time was a monopoly and the only way to transit 
the isthmus and was a moneymaker, a very substantial one, began 
to lose money. How much is not quite clear, but I imagine pretty 
substantial. As I suggested, the services combined needs for the 
whole year of 1952 was three average freight trains. So one can 
understand they have virtually quit using the railroad. It does 
transit, though, a great deal of the other materials and merchandise. 

Mr. Dorn. Would you say the railroad as it exists now is necessary 
for shipping? 

Mr. Wiuuiamson. I would like to answer that, if I might, sir, by 
reading some testimony of the Governor of the Canal Zone that was 
given before the Senate Committee on Water Transportation. This 
is the Governor speaking 

It is our planning now, this is not yet developed, but it is our planning, that it 
appears to be a desirable thing and would be a desirable thing to replace the 
railroad by a highway entirely within the Canal Zone. 

Then he goes on to say 


We feel very strongly that a land route within the Canal Zone is an absolute 
essential for the operation of the civil government and Company. So there we 
have the problem of the depletion of our railroad rolling stock which is now upon 
us, and we must maintain this supply route against the building of a rather costly 
22 miles of highway. 

Question. Well, generally, to what extent would you use the present railroad 
bed upon which to put a highway? 

Answer. Very much the present program would include that. Unfortunately, 


the fill across the deeper part of the lake is only one track, you might say. 
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Senator ELLENDER. Yes. 

Governor SryBoup. It needs greatly to be widened and that is the expensive 
part. 

Question. But you do have trestles there. It has all been elevated with deposits 
of rock, has it not? 

Answer. Yes, it came out of the old Culebra Cut. We would only have to 
build 22 miles because the rest of it is built, that is to Fort Davis. 

Question. What is a rough estimate of the construction cost? 

Answer. Somewhere around 7% to 8 million dollars 
Question. Do you mean to complete the route? 


v 
Answer. Yes, 
Question. Though it would be more than that. 
Answer. We would use the old railroad, I understand, but it needs quit« 
of additional fill to widen the base. 
Question. You could obtain the fill close by, and it would not be a problem? 


Answer. Oh, no 

Question. [ presume you could use the present tracks to carry it and dump it? 

Answer. Yes. 

Mr. Dorn. What testimony is that taken from? 

Mr. WiuuiamMson. That is taken from the testimony given before 
the Senate Civil Functions Committee. All IL have is the heading 
here, ‘‘Appropriations,’’ and it is pages 1540 and 1544. 

Mr. Dorn. Well, is it my understanding, too, that the Army no 
longer uses this railroad to any extent. , 

Mr. Wiuui1amson. I am only giving you the figures compiled by 
the General Accounting Office for the year 1952. The 1953 figures 
aren’t available, but those figures showed it tr: insported about 7,000 
tons on the railroad throughout the year. You take a car in our 
country will carry about 40 tons and a train will haul about 60 cars, 
and they will haul a great many more, I notice. They would require 
three freight trains in a whole year to carry what the armed services 
put aboard a railroad car. 

Mr. Dorn. And the reason, I understand, the railroad is being 
maintained is because the Army considers it should be maintained. 

Mr. WiuurAMson. They consider it might be a defense essential or 
have usefulness in time of emergency, and my point, as I was trying 
to make it, was if that be true, then let it be met out of defense appro- 
priations and not be as a constant drain on the tolls. 

Mr. Dorn. How about the operation of the docks in Panama? 
The operation of those docks down there, is that commensurate with 
the operation of the docks in other parts of the world? 

Mr. Wiiuramson. I would say they are COREE NOT, different. 
I am one of the experts who have never been to the Canal Zone and | 
am simply relying on the literature in this case, but 1 think it is pretty 
reliable. No, they are peculiar in this respect, it seems to me. The 
railroad runs right out on the apron of the dock and cargoes can be 
unloaded directly from the ship right to the railroad car. I think we 
can say from our own experience that has not been a common or 
usual sight certainly around New York Harbor. 

Then when it comes to smaller shipments to scattered points, it 
would seem the cargo is moved to nearby warehouses or sorting sheds, 
if you will, and some of that moves in by rail and some by trucks and 
there is a charge for that handling of cargo of some $2.50 a ton. So 
that where materials must move by truck there is that penalty pay- 
ment of necessity because the trucks can’t very well go onto the docks 
to take the cargo as it is unloaded as the railroad cars can and do. 
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Mr. Dorn. How about the operation of the docks? Is it an 
economical operation? 

Mr. Wituiamson. Well, I would say not. We would say any 
private operator of vessels who tried to operate in the manner they 
operate in the La ial Zone wo ild have quickly fone bankrupt. 

Mr. Dorn Why is that? 

Mr. Wiii1amson. Well, one of the important reasons is you have 
an expensive ship sitting dockside, and they only work 1() hours a 
week. There is no attempt apparently made to put on overtime or 


second-shift crews and get that valuable ship out of there in shorter 


tul aroun 

Mr. Mumma. Isn’t that due somewhat to their schedule of the 
length of time it takes back and forward? 

Mr. Wiritramson. Well, we would urge that in a normal operation 
th turnaround time is everything The costs of de lay in harbors is 
something every operator dreads. If we would just move those boats 
faster 1d we had the same sched 7 and probably could deli¥er 2 





boats instead of 3 or maybe 1, but we would get her in and out of 
harbor 

Mr. Dorn. Have the shipping operators ever brought that to the 
attention of the Governor or those in charge there in order to change 
this situation’ 

Mr. Wittramson. To my knowledge, no ship operator has ever 
been consulted or asked a question by any Governor at any time in 
the history of the zone 

Mir. Dorn. Are there any ship operators on the Board? 
\ir. Witittamson. Never has been to my knowledge. There isn’t 
now 

Mr. Dorn. Well, then you feel from the point of view of the rail- 
road that the railroad should not be part of the accounting under which 
the tolls are figured? 
Mr. Wiittramson. Well, I would suggest the losses of that railroad, 
certainly if it is a defense feature and isn’t going to be used and play a 
normal role in the transportation system, shouldn’t be a charge against 
tolls. It is a defense feature, if we are to accept the Army’s word 
for it 

Mr. Dorn. And if the shipping companies had any voice down 
there, they would want a change in the way the docks are managed? 

Mr. Wrutramson. I would say if the shipping industry had a voice 
in what goes on in the Canal Zone they would probably want to make 
fairly important changes in all its operations, including the handling 
of the ship dockside. 

Mr. Dorn. What other operation changes would they suggest? 

Mr. Wituiamson. Well, they would go in for a high degree, I think, 
of economy. We mentioned railroads and steamship lines. We 
mentioned 57 commissaries, when we are told by pretty good authority 
that 14 at the most would do. One could go on about bakeries. One 
bakery has produced as many loaves of bread as are consumed in the 
whole zone, but there are three others operating. We would go through 
the whole list . 

Mr. Dorn. I am really discussing things that the shipping com- 
panies are affected by, not things that really are indirect results in the 


increase or decrease of tolls. 


i 
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Mr. Wituramson. Sir, as I was perhaps misled, because I am still 
suffering shock from hearing that the toll would probably be increased 
to $2 a ton. 

Mr. Dorn. You think they should be decreased? 

Mr. Wruuramson. No, our position here is until we know what 
results in terms of dollars and cents and what possible effect it may 
have on the necessary toll rate, we don’t have an opinion about the 
amount of those tolls. We don’t know yet what this law produces. 
There hasn’t been any frank discussion of the evaluation put on the 
assets on which we must pay interest and depreciation. We have 
had no mention made of what deductions are going to be made, if any, 
for the national defense features of the assets. We lack all of the 
essential facts to know whether the tolls are too high, too low, or 
just right. 

We do know this, it is a fair and rather bipartisan attitude that 
there is no sense whatever in continuing to waste just millions of 
dollars unnecessarily, and certainly if you save money, we won’t be 
raising tolls. 

Mr. Dorn. If the docks were operated the way you suggest, 
wouldn’t it be a more costly operation? 

Mr. Wiiuramson. I am not talking so much about the operation 
of the docks, but the handling of the ships that use the docks. I could 
visualize that if the railroad disappeared tomorrow, the docks could 
be constructed as they are in the city you come from, that the trucks 
could pick up all of the cargoes and cart it away wherever it is destined. 

Mr. Dorn. You would recommend that the railroad if continued, 
the charges should not be put against the cost of the operation of the 
canal, 

Mr. Wiiiramson. The losses on the railroad should not affect the 
toll. 

Mr. Dorn. Do you know the amount of such losses? 

Mr. Wiuitramson. No, I do not. I know the General Accounting 
Office have been reporting those losses not in exact figures, but have 
reflected the loss being suffered by the railroad. 

Mr. Dorn. Do you have anything more along those lines to develop 
today? 

Mr. Wiiuramson. I don’t think of it at the moment. 

Mr. Auten. Mr. Williamson, did you hear the suggestion that the 
northern terminal of the Panama Canal run should be New Orleans? 

Mr. Wiuuramson, I didn’t hear you, sir. 

Mr. Auten. Did you hear the suggestion that the northern terminus 
of the Panama Canal run should be New Orleans rather than New 
York? 

Mr. WiuuiaAmson. I don’t know why that couldn’t be a practical 
thing to do. 

Mr. Auten. That would cut the service down to one ship service. 

Mr. Wiutriamson. I have not computed that or tried to think about 
it. It would have a most substantial effect on the amount of shipping 
tonnage. 

Mr. Auuen. Are there any privately owned American ships that 
would carry that traffic? 

Mr. Wixuiamson. Actually there is a Federation of Steamship 
Lines, including, I think, 2 or 3 that have an agreement in regards to 
rates for carryings to the Canal Zone. 
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Mr. AtuEN. Is it a desirable transaction from the standpoint of the 
] 


shipp ne company i 
M Wi [AMSON | assume 1618S or two private lines would not be 
in it The Grace Line is one, isn’t it, and United Fruit 


l would like to say this, if | might, Mr Chairman: ior some time 


now the General Accounting Office, which I take as one of the finer 


organizations in Government, has been making recommendations to 
Lhis committee, the ir DOSS ‘| h \ have been making recomme ndations 
to this Con ss, and I have been interested in some of the questions 
ed her especially by Mr. Dorn—what do you want us to do about 
less that the $64 question—D it does seem to me the 
committee could do a fine thing if it would agree with the 12 recom 
I dations made to the Congress with Nos. 1 and 2 and say “Well 
ao! Foot und faithful serva We will agre vith this, and we 
will urge it, and recommend it.’”’ Otherwise they are just hanging 
l!] t} I : 


) 


Mi Dorn What are the two vou so strongly endorse 
Mr. Wiiuramson. To get a change in the management We have 


cot a business that has got the United States Treasury behind it. 
Wi have got a business that has a monopoly. There aren’t 2 canals, 
only | All it lacks is management. If we had management, we 


could save enough money by applying ordinary principles of business 
management to take care of 2 or 3 of these situations that you gentle- 
men may conclude we should spend a littke more money on em- 
plovees or what not. Those recommendations have been dangling 
around here for 2 or 3 years. It would be a wonderful thing if the 
Congress would say, “Yes; we believe those are valid suggestions. 
We strongly recommend action on them.’ 

Mr. Atuen. Thank you very much, sir. 

We will now recess until the further call of the chairman 

Whereupon, at 12:25 p. m., the committee recessed until further 
call of the chairman. 


APPENDIX 


Hon. Joun J. ALLEN, 
Chairman, Panama Canal Subcommittee, 
Committee on Merchant Marine and Fisheries, 
House of Representat 8 
Dear Mr. ALLEN: Reference is made to your request for a report on H. R. 9583, 
a bill to repeal section 412 (e) of title 2 of the Canal Zone Code 


Section 246 (c) of title 2 of the Canal Zone Code, as amended, provides as follows 
} 


























In order to reimburse the Treasury, as nearly as possible, for the interest cost 
of the inds or other assets directly invested in the corporation, the corporation 
hall pav interest to the Treasury on the net direct investment of the Government 
in the corporation as defined in paragraphs (a of this section, and shown 
t the receipt described therein, at a rate or jletermined by the Secretary 
the Treasury as required to reimburse the iry for its costs Payments 
of such interest charges shall be made annually to the extent earned, and if not 
earned shall be made from subsequent earnings.”’ 
Section 412 (b) of title 2 of the Canal Zone Code as amended by section 12 of 
e act of September 26, 1950. 64 Statute 1042, provides in pertinent part that 
tolls for the use of the Panama Canal 
shall be prescribed at a rate or rates calculated to cover as nearly as practicable 
all costs of maintaining and operating the Panama Canal, together with the 
acilities and appurtenances related thereto, including interest and depreciation 
and an appropriate share of the net costs of operation of the agency known as the 
( al Crovernment 
l h (e) of said section 412, as am s that 
Capital investment for int es D t clude 1 interest 
iring tructio 
In accordance with section 412 (e) the Panama Canal Company has exch 
rol the Company’s inter st base an amount of $50,892,511 presenti 
luring construction Repeal of section 412 (e) would result in increasing 
pavm ts to the Treasurv by $1,237,000 in fiscal vear 1955 Retroa ive 
st pavable to the Treasury for fiscal vears 1952 through 1954 would be 
yh (e) of section 412 was inserted in H. R. 8677, which became Public 
the 8lst Congress, by the Committee on Merchant Marine and Fish- 
comm recommended exclusic of inter dur ( l 
on the basis of precedent and 
exclusion of interest during construction fro I ( p 1410N ) pase | A 
reasonable recognition of the Cana defense i ynd ic! xclusion Will 
( late arg ( his issue il e tu re 
In its report on the civil functio i priatior 1954, t House Com- 
tee on Appropriati stated in substance (H. Rept. No. 450, 83d , 
pp. 12 and 138 
1) That the purpose of t tolls levied on vess« ransiting the P 4 
Canal 1 ot O1 to assist in providing necessary revé ies for the present opera 
tion of e can mortize the Federal investment therei 
2) That no ig made today for complete amortization of the 
construction cc including title and treaty rights and interest 
during original construction; 


3) That steps should be taken at once to insure that all portions of the Federal 
investment, ineluding the original construction costs and interest during con- 
struction, are used in toll rates; 

(4) That it would be expected that appropriate actions would be taken by the 
Board of Directors and other responsible officials prior to the submission of the 


budget estimates for fiscal year 1955. 
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In accordance with this request of the Appropriations Committee the Board 
of Directors has approved the submission to Congress of the draft legislation to 


repeal section 412 (e). Proposed legislation regarding amortization or depre- 
ation of assets heretofore classified as nondepreciable has been submitted 


The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this legislation to comply with the desire of the Committee on Appro- 


W. M. Wuirman, Secretary. 


A BILI amend secti 246, 247, and 412 of the Canal Zone Code, and for other purposes 


Be t enacted b the Senate and Ho se of Pe prese ntatives of the United States of 
America in Congress assembled, That subsections (c) and (e) of section 246 entitled 


Investment of the United States’? of Canal Zone Code are hereby amended to 


c) In order to reimburse the Treasury, as nearly as possible, for the interest 
( e funds or other assets directly invested in the corporation after July 1, 
1951, the corporation shall pay interest to the Treasury, at least annually, on 
he net direct investment of the Government in the corporation, as defined in 





paragraphs (a) and (b) of this section, and shown by the receipt described therein, 
at a rate or rates determined by the Secretary of the Treasury to reimburse the 
Treasury for its cost: Provided, however, That with respect to interest payments 
required to be made by the corporation, only that portion of the definition of 


et direct investment as refers to investments made after July ” 1951, shall be 

applicabl Payment of such interest charges shall be made annually to the 
extent earned, and if not earned, shall be made from subsequent earnings. 

The corporation further obligated to pay into the Treasury as mis- 

aneous receipts amounts sufficient to reimburse the Treasury, as nearly as 

1) for the annuity payments under article XI] of the convention of 

November 18, 1903, between the United States of America and the Ri public of 


Panama, as modified by article VII of the treaty of March 2, 1936, between the 
iid Gover ents: Provided, howeve That the amount of such annuity required 











Oo be paid by the corporation 8s! all not exceed the amo t ‘reed to in article 

VII of the treaty of March 2, 1936, between the United Sts of America and 

' f Pa ma: and (2 r one-half of the annual net co ts of operation 

of i i KNOWN As the Canal Zone (rover! ient ine net cost of operation 

Canal Zone Government, whi are deemed to form an integral part of the 

operation of the Panama Canal enterprise as a whole shall not include 

| inelude de preciation ana the re rsel t of other Covern- 

r ¢ nditur ude on behalf of the Canal Zor Government. 

l lreasur referred t paragrap shall be made 

a { exte earne and if not earnes ull b ade from subsequent 
t { S ‘ rec 

Src. 2. Section 247 entitled “Board of Directors” of Canal Zone Code is hereby 

} ( of the corporatio1 1 | ested in a Board of 

S al e or more than thirteen persons who shall 

1 ‘ i {fice the pleasure of ti st ler, or if he so ele cts, 

‘ the stoekh« rs and « t to twelve other persons: Provided, That 

e Panama Canal shall be a director ¢ president of the cor- 

directors shi e ind luals actively en- 

i ition of ly i steamships of not less than two thousand 

s, operated under the American flags Before entering upon his 

lire ppointed shall take an oath faithfully to discharge 

] of his office The directors shall receive no salary for their services on 

DO 1, but under regulat ns § 1 in amounts presc! bed by the Board of 

Mirectol th the approval of the stockholder, may be paid by the corporation 

a ‘ able per diem allowance in lieu of subsistence expenses in connection with 

: meetings of the board or in connection with the time spent on special 

service of the corporation, and their traveling expenses to and from meetings or 

when upon such special service, without regard to the Subsistence Expense Act of 


1926, as amended, or the Standardized Government Travel Regulations. Nothing 
‘ontained in this article or in any other Act shall be construed to prevent the 
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appointment and service, as a director, officer, or employee of the corporation, 
of any officer or employee of the United States. The directors, of whom a majority 
shall constitute a quorum for the transaction of business, shall meet for organiza- 
tion purposes when and where called by the stockholder, and for subsequent meet- 
ings as provided by the bylaws.” 

Sec. 3. Subsections (b) and (e) of section 412 entitled ““Bases of Tolls” of Canal 
Zone Code are amended to read as follows: 

“‘(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly as 
practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including interest on the 
net direct investment of the Government made after July 1, 1951; depreciation on 
the net direct investment of the Government in the corporation, as defined in 
paragraphs (a) and (b) of section 246 of this Act; and one-half of the annual net 
costs of operation of the agency known as the Canal Zone Government. The other 
one-half portion of such costs shall be borne by annual appropriations to the 
Department of Defense. 

“(e) Capital investment for interest purposes shall not include any interest 
during construction, nor such portions of the net direct investment of the United 
States made before July 1, 1951, as defined in paragraphs (a) and (b) of section 246 
of this Act.” 


H, R. 9429, 83d Cong., 2d sess.] 


A BILL To provide that certain expenses of the Panama Canal Company and the Canal Zone Government 
shall be paid from tolls, and for other purposes 


Be it enacted by the Senate and House of Re presentalives of the United States of 
American in Congress assembled, That section 412 (b) of title 2 of the Canal Zone 
Code is hereby amended to read as follows: 

b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including 

(1) the cost of reimbursing retirement and other funds and Government 
agencies under section 252 of this title; 

2) interest and depreciation (including interest and depreciation with 
respect to housing and other facilities provided solely for employees of the 
Federal Government and their dependents by the corporation or the Canal 
Zone Government); and 

‘“*(3) an appropriate share of the net costs of operation of the agency known 

as the Canal Zone Government 
In the determination of such appropriate share, substantial weight shall be given 
to the ratio of the estimated gross revenues from tolls to the estimated gross 
revenues from tolls to the estimated total gross revenues of the said corporation 





exclusive of 
(A) the cost of the commodities resold, 
“(B) revenues arising from transactions within the said corporation or from 
transactions with the Canal Zone Government, and 
C) revenues derived from supplying goods and services to employees of 
the Federal Government and their depen 
Revenues derived from supplying goods and services to employees of the Federal 
Government and their dependents shall not be used to pay any part of the costs 
1 Zone Government.’’ 
he amendment made by this Act shall take effect on the first day of the 
ndar month which begins after the date of its enactment. 






ents 





[H. R. 9433, 83d Cong., 2d se 


A BILL To provide that certain expenses of the Panama Canal Cor e Canal Zone Government 


shall be paia from tolls, and for othe 





Be at enacted by the Senate and House of Re presentatives of the United States of 
America in Congress assembled, That section 412 (b) of title 2 of the Canal Zone 
Code is hereby amended to read as follows: 

‘““(b) Tolls shall be prescribed at a rate or rates calculated to cover as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including 

1) the cost of reimbursing retirement and other funds and Government 
agencies under section 252 of this title, 
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4 BILL To 46, 247 j t ( ( f 
RB enacted by the Senate and Hou Re f ? P the U7 S 
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‘ Gor pP ho | the amo Oo wn 
t \ ne ¢ pora hall no ) : 1 to ! VII 
( ( i ( Mar 2, 1936, betwe [ ted States of An . | 
yma 1 (2) for one-half of the a costs of operatio 
e Canal Zor Cy ‘ ! | other o lf o 
A all be borne by a ’ roy to e Depart 
el : net costs of operation of the Canal Zone Government ch ar 

mn o fk ’ ral part of tl of opera of the Panama Canal 
. eas a wt shall ne elud ter | ll lude depr tio na 
t burseme ther Governm er for penditures made on behalf 
v e Ca | Zone Gover lent rl avi to th Treasury referred to 
t paragraph, shall be made annually to the extent earned, and if not ea i shal] 
b ude from subsequent earnings unless the Conger | otherw lire¢ 

Sec. 2. Section 247 entitled BOARD ( pIREcTORS” of the Canal Zone is 

hearel um led to rea follow 

Sec. 247. The mar ent of the Corporation shall be vested in a Board 
of Directors consisting of not less than nine nor more than thirteen persor vho 
shall be appointed bv and hold office at the } ire of ti stockholder. or if he 
so elects, consisting of the stockholders and eight to twelve other persor 
Provided, Tt the Governor of the Panama Canal shall be a director and presi- 
dent of the Corporation, and that at least two of the directors shall be individual 
actively engaged in the operation of privately owned steamships of not less 
than two thousand gross registered tons, operated under the American flag 
Before entering upon | duties, each of the directors so appointed shall take 
an oath faithfully to discharge the duties of his office. The directors shall receive 





no salary for their services on the Board, but under regulations and in amount 
prescribed by the Board of Directors, with the approval of the stockholder, may 
be paid by the Corporation a reasonable per diem allowance in lieu of subsistence 
1 ? 


expenses in connection with attendance at meetings of the Board or in connectior 


with the time spent on special service of the Corporation, and their traveling 
expenses to and from meetings or when upon such special service without regard 


to the Subsistence Expense Act of 1926, as amended, or the Standardi 
Government Travel Regulations. Nothing contained in this article or in a 








other Act shall be construed to prevent the appointment and service, as a director, 
officer, or employee of the Corporation, f anv officer or employee ot the Un d 
States The directors, of whom a majority shall constitute a quorum for the 


transaction of business, shall meet for organization purposes when and where 
called by the stockholder, and for subsequent meetings as provided by the 
bylaws.’’ 

Sec. 3. Subsections (b) and (e) of section 412 entitled “BASES OF TOLLS”’ of 
Canal Zone Code are amended to read as follows 

“(b) Tolls shall be prescribed at a rate or rates calc 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including interest on the 





ated to cover, as nearly 
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re¢ nvestment of the Governme made after July 1, 1951, depreciation 
lire ‘ Ve of e ¢ ernme n the Panama Canal, together 
and appurtena relatii reto, and an appropriate share 
Corpo obligs nder se on 246 (e) of this A for the annual 
e ( il Zor ( eT ent 
( t f rt ( interest 
’ ‘ I ot e | ted 
s J ] f 1 i o! cto! 
> 
oo 
T Panama Canat Company—Proposep Unirep States Po.icy 
FOR CAPITAL STRUCTURE AND FiscaL MeEtTuops 


I ‘ tee of the House 
Mi re hs nt N arine and Kishe nes Committee, J ine 1954, by Robert 


KE. Maver, president, Pacific American Steamship Association, San 


‘ f ° ) ] ? 
nent before the Panama Canal Subcommit 


Francisco 11, Calif 
| y 
l i] I I States « ure construc- 
i a 4 r i ( t, and ) 
e™ 1 ( rel ri i 1 1 lificult to 
( i re ¢ the I i 
Fives d revie ry has made over 
tl f ai mo! s 
ancial and accountil practi f the canal p ious to congressional 
re 1 effect J i I ( a ( I the Ca ul 
( ’ is not possib » Sa certa vhet he e canal recovered the cost 
( eT it date (;AQ 52 audi 1 } 
, Ove | ¢ pole col 10 ( D S ¢ he admin- 
istration of the canal previous to corporate reorganizZatior and the inadequacy 
r records fail to justify the charging of interest on the canal investments 
’ ré » J 1. 1951 
3. The Congress of the United States has never been presented with sufficient 


information to determine the value of the canal to the defense of the Nation, and 
thus in turn determine a proper civision of the costs of the enterprise between the 
commercial users of the utility and the Defense Establishment 

The proposals of the industrv, as embodied in this statement, are based largely 
on these three premises. Those proposals ask for certain changes in the law 
which appear to be equitable in view of the inability of any amount of testimony 
to prove vhether or to what extent the Government has beer repaid. Thev offer 
a practical compromise which would end for all time the half-century of dispute 
over the canal And they ask for a determination of the comparative defense- 
commercial values of the canal, upon which later adjustments could be made. 

It is the sincere belief of this portion of the canal’s customers that if these 
proposals are adopted, the prospect of future controversy can be ended, and both 
Government and industry can be assured of the reliability of long-term planning 
with respect to the costs of the enterprise. 


Il THE INDUSTRY PROPOSALS 


1. That effective July 1, 1951, when Congress reorganized the canal on an 
orderly, corporate basis, the Panama Canal Company be required to repay the 
full principal and interest to the United States on all public funds invested after 
that 





dat 

2. That effective July 1, 1951, the Panama Canal Company start repaying to 
the United States, without interest, its investment made previous to that date. 
3. That this committee by itself or through a special commission appointed by 
it, and representative of the public and private interests affected, make a deter- 
mination of the national defense value of the canal, and thereafter adjust in 
accordance with such findings the amount of the investment made previous to 
July 1, 1951; and adjust the manner in which the Government is now paying its 


share of Panama Canal Company costs under the Canal Zone Code as amended. 
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GAO audit report of Government corporations and agencies, Rept. 861 
Cong., 2d sess., January 20, 1954 

World War II brought on another wave of Government corporations, until by 
1945, there were 101 such bodies. 

It became obvious to the Congress that with so much of the Government’s 
activity being carried on through these bodies, closer attention must be 
their operations 


, 83d 


given to 


Government Corporation Control Act 


The focusing of closer attention on the numerous Government corporations and 
nonecorporate revenue-producing agencies established in recent decades came 
about as a result of enactment of the Government Corporation Control Act of 
1945 (approved Dec. 6, 1945, 31 U.S. C. 841 

This act tor the first time applied uniform requirements of three general types 
with respect to all such Government bodies: (1) Submission of an annual budget 
under Bureau of Budget rules including an estimate of financial condition, analysis 
of surplus and deficit, ete., (2) annual audit by GAO of all Government corporations 
in accordance with principles and procedures applicable to commercial corporation 
transactions, (3) Annual GAO Report to Congress showing assets and liabilities, 
ci pital surplus or deficit, income and expense, etc 


1950 Senale re port on Government coi porattons 


The first report of a cumulative nature under this new law is contained iy 
Senate Report 2685, 8lst Congress, 2d session, dated December 20, 1950, entitled 
‘Audits of Government Corporations— Report of the Committee on Expenditures 
in the Executive Departments.” 

That previous to the enactment of the Government Corporation Control Act, 
little, if any, consideration was given by the Congress to subjecting Government 
corporations to uniform requirements as to accounting for the use of Federal funds 
by way of interest or retirement of Government investment, is indicated by the 
following comments on page 3 of that report: “Although certain individual Federal 
revenue-producing enterprises had earlier been subjected to GAO audit, the intro- 
duction of the true commercial-type audit of such governmental instrumentalities 
followed passage of the Government Corporation Control Act in the 79th Congress 
(Public Law 248, December 6, 1945).”’ 

This Senate report is a basic document on the subject for two reasons. It con- 
sists of the Senate’s report on some 79 separate GAO audits, each attempting to 
apply the uniform commercial-type audit to Government corporations established 
as the result of laws developed by differing committees of Congress, depending 
upon the portion of the United States economy affected. The Senate report itself 
and the 79 GAO audits behind it constitute a monumental task, which no industry 
could undertake. Second, the statement is basic because it was ‘‘During this 
present (8lst) Congress (that) the audits have for the first time become cur- 
rent [ er 

Pages 5 and 6 of the Senate report pose the precise question of publie policy 
being discussed here. Opening the section on interest the report defines the 
question thusly: 

“This question is whether all Government revenue-producing enterprises, 
whether incorporated or unincorporated, should pay interest to the Treasury on 
capital furnished from publie funds.”’ 

In its discussion of the question, the report makes these observations: 

1. Many corporations conduct their affairs through borrowings from the 
Treasury on an interest-free basis. 

2. Funds so provided constitute indirect subsidization. 

3. Citing 2 examples RFC in fiscal 1949 held $350 million interest-free Federal 
funds, and showed a $5.2 million net income, whereas interest of $7 million (2 per- 
cent) would have put RFC about $2 million in the red. The Export-Import Bank 
held large interest-free Government funds and GAO showed that had interest been 
charged the $47 million net income for the year would have been reduced 50 per- 
cent 

4. The Senate committee staff states that the issue is one ‘‘susceptible of very 


convincing arguments both for and against.’’ Continuing, it states, ‘The ques- 
tion must be considered in the light of the circumstances which led to the estab- 
lishment of the individual enterprise.’’ After commenting on the depression role 


of RFC; the power, flood control, and other needs fulfilled by TV A; and the foreign 

trade promotion need fulfilled by the Export-Import Bank, the report states, 

‘As with all Government undertakings, these three and others in the same general 

category must be considered to be to some degree philanthropic, or, better, in the 
48155—54——_-18 
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gem public interest. and Congress may well conclude that consistency lies rather 
in preserving the continuity of the programs as thus far conducted.” [Italic 
added 

5 The staff, being aware as it is of both sides of the qi estion, takes no posi- 
tion thereor * *!? 
Inte t-free United States funds in othe Government corporations 

This committee, charged with responsibility for congressional policy at the 


Panama Canal and for the welfare of the maritime commerce of the United States 
e American merchant marine should, in examining the question of interest 
it the Panama Canal be substantially interested in what the Congress has done 
that regard with other Government corporations and revenue-producing 
As mentioned above, preceding the Government Corporations Control Act 
1945) and before the close scrutiny and consistent recommendations to Congress 
by the GAO, the finances of the corporations were virtually uncontrolled. 
Billions were spent through co rate activities directly benefitting various 
segments of the economy—various private interests Members of this com- 
mittee are familiar with early challenges to some of this legislation, on the basis 
that they constituted class legislatior 








The industry has caused a study to be made of these various Government 
corporations with respect to the question of inte rest or daly idends, and feels that 
the results will be of interest to this committee 

The following tables and comments thereon show that the Government has 
pumped billions of dollars into corporate activities benefiting private interests, 
hout regard to interest or dividends on that investment in most cases 
The first table (table 1) indicates 39 corporations to which the Government 
hed public funds in the form of interest-free investment in capital 
e Governmeny’s investment as of June 30, 1952—this is the close of 
scal year for which GAO audits are available—amounted to over $308 








stock 


the |: 





TABLE 1 Gover f-owned rever ] rat th G ’s 
| rovernment-owne evenue-producing corporations with ,overnment 8 


nvestmen ; apital sto nierest ee, fron nceeption 


Source 


( ernment 
yale nvestment 
estat Authorit lo terminat in capital House 
lished tock, June Docu Con 
30, 1952 ment gress 
No 
I ( Ad 
‘ ) 
I ‘ 19: Uy. 8. ¢ $4 Indefinite $178, 500, 000 165 So 
te te 10% I N. 4 1021 j 65, 825, 000 165 &3 
I 13 [ ( $4 36, 235. 000 165 83 
Fe ( l i t 13 | 03 lo 27. 000. 000 101 &3 
I Hou Ad , 42 | 14 Perpetual 1, 000, 000 103 83 
tentinr far r | S 
H Au 
308. 560. 000 
{ oral I 0 larked ar mixed-ow ner p corporation 


} 
in connectiol 


m1 with the Federal banks for cooperatives, it is interesting to note 


that the enabling statut 12 U.S. C. 1134 (d), 1134 (1)) authorizes these banks to 
pay dividends not exceeding 7 percent annually. ‘But no dividends have ever 
bet ni paid . H Doc 165, 83d Co y p 17 

The Federal intermediate credit banks have paid the Government a token 
return of $8.5 million in the form of franchise taxes. as provided for in the statute. 
The law makes no provision for dividends or interest in this case 


Similarly, in the case of the production-credit corporations ‘‘no dividends have 


ever been paid by these corporations inasmuch as the law does not provide for 
dividends (H. Doc. 165, 83d Cong., p. 31 
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The Federal Crop Insurance Corporation presents an interesting case. The 
statute not only provides for no interest on the Government's investment in capital 
stock but premiums are not required by law to be determined to cover anticipated 
indemnities and do not include a factor to cover administrative expenses. Hence 
FCIC operations must of necessity be an additional expense to the Government 
(See table 4 and accompanying text 

The 39 corporations have paid no interest or dividends on the Government's 
investment in their capital stock, and are still operating with interest-free public 
funds 

Table 2 lists 14 corporations that were permitted the use of Government funds 
invested in their capital stock interest-free for as long as Government funds were 


so invested. The Government’s investment was over $398 million. 
. i ’ ’ ? 
TABLE 2. Government-owned reve nue-producing corporations, with Government's 
investment in capital stock. interest-free, from conception to retirement, sale 0 


dissolution 


Source 


CGrovernment 


Date nvestment 
Corporatior estal Authority o terminate n capital House 
lished stock, June Docu Con 
$0, 1947 ment gres 
No 
Federal land banks (12 1916 12 U.S. C. 644 Indefinite $187, 640, 242 417 80) 
Inland Waterway Cor 1924 49 U. S.C. 151 Indefinite sold 11. 000, 000 248 81 
poration 1953 
Home Owners’ Loan Cor 1933 12 U. 8. C. 1463_| Dissolved Feb. 3 200, 000, 000 694 80 
poration 1954 
Tota 398, 640, 242 
Corporations so marked are mixed-ownership corporations 
? Figure is for June 30, 1945. By June 1947, Government-owned stock had been retired 


The next table (table 3) shows the effect of the Controls Act and consistent 
recommendations by the GAO that interest be charged in order—according to 
the GAO—that the total cost to Government may be known by carrying interest 
charges on the books even though revenue from operations may not be expected 
to be sufficient to reimburse Treasury for that, interest 

The corporations listed were permitted the use of the Government’s investment 
in their capital stock interest-free from inception to the period 1948-50, when 
new legislation provided for interest. 


TABLE 3.—Government funds invested interest-free as of June 380, 1947, in 
Government-owned revenue-producing corporations that have been charged interest 
commencing on varying dates up to 1950 


Souret 


Government 


Date investment 
Corporation estab Authority ro terminate in capital House 
lisned stock June Docu- Con- 
30, 1947 ment gres 
No 
Commodity Credit Corpo 1933 15 U. S. C. 714 Indefinit $100. 000, 000 615 SI 
ratior 
Export-Import Bank 1934 12 U. 8. C. 635 June 30, 1958 1, 000, 000, O06 614 Si) 
Farm Credit Administra- | 1934 | 12U. 8. C. 1020 Authority to 1, 000, GOO 143 SL 
tion corporations— Fed- make new loans 
eral Farm Mortgage Cor- expired July 1, 
poration Me 
Federal Deposit Insurance 1933 12 U.S.C. 1811 Indefinite 150, 000, 000 1 x] 
Corporation 
Virgin Islands Company 1934 48 U.S. C. 1407 June 30, 1959 839, 610 774 SU 


(since 1949 Virgin Islands 
Corporaticr 
Reconstruction Finance 1932 15 U.S.C. 601 June 30, 1954 325, 000, 000 468 &1 


Corporation 


Total 1. 576. 839, 610 


Corporations so marked are mixed-ownership corporations, 
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In the ease of the CCC, one of our most expensive corporations, no interest 
was charged from 1933 through fiscal 1948 (H. Doc. 148, 81st Cong., p. 41, et seq.) 
when the CCC Charter Act was passed CCC operations have resulted in losses 


met by congressional appropriations See table 
The Virgin Islands Corporation was not created until June 30, 1949, and its 
enabling act requires interest on the Government’s investment But it had 


deficit status of $0.5 million in 1952 

No interest or dividends were received by the Treasury from the Export-Import 
Jank from 1934 through fiscal 1951, though dividends were paid, 1934 to 1945, 
to the RFC, then the owner of the prefe rred stock In 1947, the Export-Import 
Bank Act of 1945 was amended to provide for, but not to require, dividends, for 
the act stated that net earnings shall be used for payment of dividends on capital 
stock ‘‘after reasonable provision for possible losses.”” On June 26, 1952, the 
bank’s Board of Directors authorized the payment of the first dividena—$20 


million, equal to 2 percent, for fiscal 1952 

Only recently (1950) was the FDIC Act amended to require interest at 2 per- 
cent And this was not required until it had over a billion dollars in assets. No 
it | ad gone int ) receivership since 1944 


paid nothing on the Government’s investment in its capital stock 
al 1948. when the act was ne by Public Law 548 to require 





+} 
lividends in the “amount by which its accumulated net income exceeds $250 
millic This, however, followed legislation canceling billions of RFC obliga- 
tions to Treasury See table 4 


The corporations listed in tables 1, 2, and 3 are all discussed in Senate Report 
No. 861, which is the GAO’s report to the Senate Committee on Government 
Operations, dated January 1954. This same report covers a few corporations 
that were required to pay interest from the time of their establishment—the 
Federal Savings and Loan Association, owned not by Treasury but by the Home 
Owner’s Loan Association; the Federal National Morvugage Association, owned by 
the RFC; and the Federal home loan banks, jointly owned by the Government 
through the RFC) and the member banks. But GAO comments do not indicate 
entire approval of the amounts paid 

Then there follows a fourth table, showing appropriations and cancellations, 
all of which represent additional expenditures of Government funds. 


TABLE 4 Approp ations and cancellations re specting certain Government cor- 
porations to the close of fiscal 1952 unless otherwise indicated 


{Millions of dollars] 


Amount ap- 
Corporation propriated Date Reference 
or canceled 











Commodity Credit Corporation --. $2,941.8 | To Septem- | FH. Doc. 403, 82d Cong. 
ber 1951. 

Fed 1 Crop Insurance Corporation 142.1 H. Doc. 101, 838d Cong. 
Federal Farm Mortgage Corporation 57.0 | 1938 to 1944 | H. Doc. 417, 80th Cong. 
Federal land banks (12 77 1 1933 to 1944 | H. Doc. 417, 80th Cong. 
Public Housing Administration 2, 169. 7 H. Doe. 103, 83d Cong. 
Reconstruction Finance Corporation 

1945 cancellation 2, 468.9 | June 30,1945 | H. Doc. 316, 80th Cong. 

Stock, Export-Import Bank 174.0 | July 30,1945 | 12U.8.C. 635 

Stock, home loan banks 122.7 | July 1,1947 | H. Doc. 468, 81st Cong. 
Tennessee Valley Authority 1, 260.7 H. Doc. 77, 83d Cong. 


Total 9, 600. 0 


During the years indicated, the Federal Farm Mortgage Corporation and 
Federal land banks received $57 million and $277 million, respectively, in direct 
appropriations to compensate them for lowering rates of interest, as required 
by law. 

Costs to the Government for the Federal Crop Insurance Corporation include 
cancellation of $73 million in capital stock as of August 1949 to cover insurance 
losses ose to that date. The remainder consists of direct appropriations for 
FCIC administrative costs, which must be provided for by congressional appro- 
priations since the law does not provide for adequate revenues to cover such costs. 

RFC cancellations indicated in the table of close to $2.8 billion include the 
June 30, 1945, cancellation to cover the RFC’s indebtedness to the Treasury for 
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its prewar operations, and further cancellations of RFC indebtedness in the 
amounts of $174 million and $122 million when the RFC’s capital stock in the Ex- 
port-Import Bank and home loan banks were transferred to the Treasury. Not 
included is a $9.3 billion cancellation in 1948 to compensate the RFC for obliga- 
tions incurred in national defense and war activities. 

Both the Public Housing Administration and the Tennessee Valley Authority 
operate primarily with funds provided through direct appropriations. This 
type of financing has the effect of providing billions of dollars interest-free to 
these agencies. 

Still more Government funds were obtained by Government corporations 
without adequate interest rates being paid. Following is a table of such borrow- 
ings by six corporations as of June 30, 1947. 


TasB_Le 5.—Borrowings from Treasury as of June 80, 1947 
Source 
Corporation Amount borrowed and interest 

H. Doe Con- 

No gress 
Commodity Credit Corporation $801 million at 1 percent; $500 million, 615 81 

no interest 
Export-Import Bank $516 million at 1 percent 641 80 
Home Owners’ Loan Corporation $529 million at 1 percent 694 80 
Public Housing Administration $347 million at 134 percent 541 81 
Reconstruction Finance Corporation $695,968,451 at 1 percent 468 81 
Tennessee Valley Authority $56,500,000 at 1 percent 748 80 
Total $3.4 billion 


It should be noted that legislation approved June 30, 1947 (61 Stat, 202 
requires that Treasury borrowings bear interest at a rate determined by the 
Secretary of the Treasury, taking into consideration the current average rate on 
outstanding marketable obligations of the United States. 

It has been necessary for the industry to compile this information itself. It 
was not available in any single source that can be located. It is believed such a 
compilation has not been attempted before. The material necessary to be exam- 
ined was voluminous, and the various cross-financing methods in the maze of 
Government corporations, especially starting in the 1930’s, were such that it was 
extremely difficult to present the information included concisely and accurately. 
However, the foregoing represents a conscientious effort to present a cumulative 
picture to date. 

It may be summarized this way: 

1. As of June 30, 1947, over $2.2 billions of public funds were invested interest- 
free in the capital stock of 47 corporations, benefiting agricultural interests, bank- 
ing interests, bank depositors, traders, homeowners, and users of inland water- 
ways. The Government’s investment in capital stock in these corporations had 
been interest-free from inception of the various corporations. 

2. Beginning with the amendment in 1947 of the Export-Import Bank Act, 
and continuing thereafter, legislation was enacted providing that 12 corporations 
pay interest or dividends. As of June 30, 1947, the Government’s investment 
in the capital stock of these corporations was close to $1.6 billion. However, as 
noted, performance has not been 100 percent. 

3. As of today, the Government is still furnishing interest-free Government 
funds to 39 corporations. As of June 30, 1952, the Government’s investment in 
the capital stock of these corporations amounted to $308 million. 

4. To June 30, 1952, the Government had appropriated to, or canceled obliga- 
tions of, 7 corporations in amounts totaling $9.6 billions, to the benefit of agricul- 
ture, banks, general industry, and the users of electrical power. 

5. Prior to June 30, 1947, various Government corporations were permitted 
the use of large amounts borrowed from the United States Treasury either interest- 
free or at rates of interest not commensurate with average rates paid by the Treas- 
ury. As of June 30, 1947, such borrowings by 6 corporations totaled $3.4 billion, 
the greater part of which was borrowed at | percent. 

Thus, we see that the Government had invested about $14 billion in Govern- 
ment corporations other than the Panama Canal Company either interest-free or 
on &@ noneompensatory basis. As shown on page 50 of this statement, the interest- 
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free investment in the Panama Canal Company stands at $214.2 million, or about 
one-sixtieth of the $14 billion invested interest-free or near interest-free in other 
corporate ectivities benefiting private interests 

In offering this picture, the industry is not passing judgment on the financing 


of Government-owned corporations ‘Neither does it contend that, since interest 
has not been cherged in the past, a start should not be made to place Government 
finances on a businesslike basis But it does most seriously contend that the 
Congress cannot in fairness require present and future users of the Panama Canal 





to pick up the interest tab for past vears of the canal, particularly in view of the 
special circumstances surrounding the canal 

The industry is perfectly aware of the emergency relief nature of much of the 
Government’s expenditures in many of the Government corporations and of the 
fact that, when these expenditures were made, they were made in the hope that 





thereby our form of society would be preserved Nevertheless, the undeniable 
fact t the expenditures all benefited private individuals or private interests 
Interest on ot} [in ted States canals 

In determining the public policy question of whether or not interest should be 
charged on Federal funds used in construction of the Panama Canal, it is appro 
priste he Congress to review present policy with respect to other federally 
Dullt ¢ 

The « of the Nation are analogous to the rivers and harbors improvements 
which have been made over the past century or more by the Federal Government. 
They serve the public interest in general, as well as a particular private interest in 
somnn Gnanc Without exception they have facilitated the interstate and foreign 


commerce < the Nation by providing water-route access from one part of the 


Also, entirely without exception, the canels have been built with Federal funds 
and with neither an interest charge or a “user” charge, or toll rate being imposed 
uporT their use 

The following table shows mileage, cost, transits, tonnage handled, and reve- 
nues that would have been produced at Panama Canal rates for the 12 other 


federally built canals for the calendar year 1951. 


Calendar year 1951 


Cost to a Revenue 
Sho 
Ca waterw Gover M ige rat - at 90 cents 
ment per ton 


M ms | Millions 











1 Viillions of doliars 
( ( $43.3 7 4 13.1 
Black R 6.4 3 4.2 
Che weak Delaware iF 16.0 6,9 R.6 
Delaware-Re th 12 ( 6 614 
Atlantic-1 ta { RI) 74, 850 1 
Gulf 1 t ’ 4 l 22 35.5 
I M { 75. 
Waterwa 4 326. 0 17. ¢ 
Da 2 8. 5 535 1.0 
Lake W gto 9 8.0 14, 442 2.0 
Ot 63 ) 1334 119.8 
144.4 1,741 4 382 26. 7 $186.0 
I 184.6 166. 1 
h embodies undetermined amount of duplication account fast through cargoes tabulated 
tt , ’ t 
iN , Wn f 
rt i at by appl the 90 cents per admeasurement ton Panama Canal toll rate to 
i mt ) go moving through the other cana 
| ADD io é re 
The I Canal adme el tonr e, not cargo tonnage, hence the $186 million 
figu ssubje to deductions vercent t vossibly as high as 40 percent in the case of some vessels 
i ‘ yn. the liv ad factor 
| etract ‘ he p ule, however, since even a halving of the $186 million 
figure wou ean that if tolls were charged at these 12 othe inals, the Treasury would enjoy almost 4 
tir ther nue it enjoyed from the Panama Canal in 1952 Stating it another way, the Government is 
foregoing annually at these canals $93 n yn in tolls; $8.8 million in interest; and several millions more in 
‘ tio revenues that would be yed if the same policies were adopted at those canals as are in 
fect and j post t the Panama Ca 
Source: U.S. A I et Annual R 952 2 
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This is a dramatic contrast when compared with the Panama Canal At the 
Panama Canal in the same year but on a fiscal basis there were 5,593 transits 
handling a total Panama Canal measurement ship tonnage of 27.1 million, caleu- 
lated roughly on the same basis as the figures in the above tables 

These 12 canals have returned nothing to the Government of its $444 million 
expenditures and charge no tolls, earn no depreciation, and are not asked to earn 
interest. On a& comparable basis, the Government has spent $576.8 million at 
the Panama Canal in all construction costs and appropriations. In return it has 
received $89.7 million in depreciation and $272.9 in profits, leaving a balance 
net expenditure of $214.2 million. If against this expenditure is credited but a 
mere | pereent of the total Navy costs in World Wars I and II and the cold-war 
years of the fifties, the $214.2 million has been repaid to the United States 6 
times by the Panama Canal (p. 50 this statement 


Foreiqn canals 


While not suggested as determinative of the question involved here, it may be 
of some interest for the record to show what is the policy with respect to other 
notable foreign canals 

The Welland Canal, in the Great Lakes represents an outlay of some $130 
million by the Canadian Government. The canal is entirely free to Canadian 
and non-Canadian flag vessels of all nations, and thus earns no interest or 
depreciation 

The Kiel Canal was built by the former German Government at about the 
same cost. Tolls are charged here, but only in an amount equal to operation 
and maintenance costs. This represents a small fraction of the rates charged at 
the Panama Canal, 

The Suez Canal presents an entirely different picture as mentioned in an 
appendix to this statement. It is a privately owned and very profitable utility; 
paying unusually high dividends to its stockholders 

From the above, then it may be concluded: 

1. $444.4 million in Federal funds have been used to construct 1,700 miles of 
other federallv built canals 

2. None of these canals earn or return tolls, interest, or depreciation. 

3. Aside from interest charges at the 5l-mile Panama Canal, in which the 
Federal Government had invested as of July 1, 1951, $351 million (p. 35, 1952 
annual report), there have been returned to the United States Treasury $362.5 
million in tolls and depreciation, over and above operating expenses ($272.9 
net tolls plus $89.6 canal depreciation 

4. The general public interest served by the 12 other canals seems no more 
important than the public interest served by the Panama Canal. (See pp. 37 
et seq.) 





Interest at the Panama Canal 

Until certain sections of Public Law 841 (approved September 26, 1950) 
became operative in 1951, there was no provision in the Canal Zone Code for the 
charging of any interest on funds used for the construction of the canal. 


The law before 1951 

Until that change in the law, the following sections of the Canal Zone Code 
were the only ones governing tolls: 

“Sec. 411. AUTHORITY OF THE PRESIDENT TO PRESCRIBE AND CHANGE TOLLS 
The President is authorized, subject to the provisions of the section next following, 
to prescribe and from time to time change the tolls that shall be levied by the 
Government of the United States for the use of the Panama Canal, but no tolls 
when prescribed as above shall be changed unless six months notice thereof is 
given by the President by proclamation 

“Sec. 412. Bases or ToLus (MEASUREMENT RULES); MAXIMUM AND MINIMUM 
{aTES.—Tolls on merchant vessels, Army and Navy transports, colliers, hospital 
ships, supply ships, and yachts shall be based on net vessel-tons of one hundred 
cubic feet each of actual earning capacity determined in accordance with the 
Rules for the Measurement of Vessels for the Panama Canal prescribed by 
the President and as may be modified by him from time to time by proclamation, 
and tolls on other floating craft shall be based on displacement tonnage: Provided, 
That the basie rules of measurement shall not be changed except after public 
hearing and six months’ public notice of such change. The rate of tolls on laden 
vessels shall not exceed $1, nor be less than $.75 per net vessel-ton as determined 
under the aforesaid rules, and on vessels in ballast without passengers or cargo 
the rate may be less than the rate for vessels with passengers or cargo. In 








ore 
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addition to the tolls based on measurement or displacement tonnage, tolls may 
be levied on passengers at rates not to exceed $1.50 fer each passenger. The 
levy of tolls is subject to the prov isions of Article XIX of the convention between 
the United States of America and the Republic of Panama, entered into Novem- 
ber 18, 1903, and of Article I of the treaty between the United States of America 
and the Republic of Colombia proclaimed March 30, 1922.” 

The accounting system and financial operation of the canal during the period 
to July 1, 1951, was one of confusing and often changing policies. As pointed 
out elsewhere in this statement, the capital structure was changed at least twice 
in a very substantial manner 

The code provided for an operation under which all moneys received at the 
canal from tolls and other sources be merely remitted to the Treasury, and not 


used for operating expenses Expenses were obtained from the Congress in the 
form of appropriations. Thus no interest was paid into the Treasury, and no 
funds received by the Treasury were received as such In making annual reports, 
the various administrations of the canal made fictional interest charges of varying 
amounts on varying amounts of capital investment However, since there was 


no legal authority for charging interest as a part of the tolls rate, or for remitting 
it, these fictional interest charges cannot be treated as other than what they 


were—mere statement entries. They were not recorded as bookkeeping items 
in the records of the canal, it is understood, but merely inserted in operating 
statements included in the annual reports. And there was not even any insertion 


of the so-called interest charge in any annual report statements previous to 1932. 
The law after 1951 


On July 1, 1951, the assets of the Panama Railroad Company and the Panama 
Canal were transferred to the newly formed Government corporation—Panama 
Canal Company under the provisions of Public Law 841, approved September 26, 
1950. This transfer brought into application the provision of the new section 
246 (c) of the Canal Zone Code requiring that the “corporation shall pay interest 
to the Treasury on the net direct investment of the Government as defined’’ in 
previous subsections 

The same law in a new section 246 (e) provided that “capital investment for 
interest purposes shall not include any interest during construction.’’ The con- 
struction period is construed in accounts of the Panama Canal Company as 1904 
to 1920, the latter year being the first in which the canal was officially opened. 
Effec t of charging interest 

The present users of the canal, who are the people who will supply its current 
and future tolls revenue, contend that to foree such users to pay interest on 
Government expenditures in the canal to date is in one sense to require present 
users to assume a debt burden of the previous users of the canal, both private and 
Government, and to assume the burden of 50 years of unbusinesslike operation of 
the canal. 


In 1951, for the first time through action of the Congress, the entire Panama 





Canal enterprise was reorganized into a single businesslike corporate organization. 
Effective July 1, 1951, Congress for the first time in history said in effect, ‘‘The 
Panama Canal! is now a corporate organization, and shall be bound by the usual 
obligations on corporations including businesslike accounting, and the earning of 
interest on funds invested in it 

This is in direct contrast to the way the organization was operated for nearly 


50 vears before that For nearly half a century the canal was operating as a 
Federal-spending agency much in the manner that many other Government 
corporations have operated and are still operating. 


During these spending-agency years, the affairs of the canal enterprise were not 
so managed as to either earn interest on this capital investment or to attempt to 
properly amortize it 

As the new corporation was handed over to its current and future users in 1951, 
it was still burdened with the greater portion of the capital investment. Had this 
corporate form of activity been superimposed on the canal from the beginning, it 
is reasonable to assume that a much greater portion of the capital debt could have 
been retired because tolls, charges for commissary items, and other revenue-pro- 
ducing services would have been so adjusted as to retire a larger portion of the 
capital debt. 

Further, had the canal been under the scrutiny of the General Accounting Office 
for this period, it is reasonable to assume that many of the efficiencies and econo- 
mies now hoped for as a result of the GAO’s Report on a Survey of Duplication of 


— 
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Government Activities and Related Facilities in the Canal Zone (December 1952) 
would have been in operation for much of the past half century. 

In contrast to early Government policy in setting up the Panama Canal is the 
recent action by this Congress in passing Public Law 358, 83d Congress, estab- 
lishing St. Lawrence seaway. 

We have pointed out that for almost 50 vears, the accounting of the Panama 
Canal was not controlled, and that as a result it is not considered by the Congress’ 
own accounting agency to have provided us with reliable records today. (See 
p. 25 this statement In contrast is the provision in section 6 of the St. Lawrence 
Seaway Act making the Government Corporations Controls Act immediately 
applicable to the accounting and operation of the seaway. 

Interesting, also, is the provision in section 12 (b) (5) establishing rates ‘‘suf- 
ficient to amortize the principal of the debts and obligations of the corporation 
over a period not to exceed 50 vears.”’ 

Instead of a reasonable past performance as to fiscal policies, and a proper 
accounting as between the business and Government functions, the present and 
future users of the canal have inherited a capital debt picture which is so unreliable 
as to completely fail in justifying the shouldering of that whole debt, and interest 
thereon, by the commercial users. 

‘his committee cannot be expected to listen to or study a detailed recital of 
the tortuous changes, counterchanges, and cost allocations of doubtful validity 
found in the annual reports of the canal in the years from its construction to the 
last report submitted on an agency basis. These reports have been examined by 
representatives of the steamship industry over an 8-month period beginning last 
October. 

Their conclusion has been that it is utterly impossible from those reports to 
make an accurate statement of the respective liabilities of Government and 
private canal users. These persons have included a former top executive of the 
canal, who served there for 39 years im various capacities from legal counsel to 
executive secretary, the top civilian position under the Governor; auditors and 
accountants for major American-flag steamship lines using the canal; and by the 
maker of this statement. We have not prepared ourselves to comment specifically 
on the uncertainties and general unreliability of the reports, but a supplementary 
statement will be prepared and submitted if desired 

The same reports have been examined in lesser detail by Haskins & Sells, a 
certified public accounting firm of national renown and of unquestioned reliability 
and capabilitv. This firm was retained by the Pacific American Steamship Asso- 
ciation to prepare a statement audit of the canal. Their comment, in a letter 
dated December 23, 1953, to the association (appendix A), stated: 

* * This investigation did not include an examination of the records in 
support of the Governors’ reports and the reports themselves do not show whether 
the results of operations have produced a surplus or a deficit. * * * Because of 
numerous changes during the period in the form and method of accounting preserta- 
tion and in the classification of capital assets our findings include certain assumptions 
and, therefore, are only a general recital on the broad subject. * * * Weare not 
in a position to determine whether the several Governors’ reports have been 
prepared in accordance with generally accepted accounting principles because of 
the numerous changes in practices and inadequate accounting information available 
in the annual reports. * * * A review of the records at the canal would be 
costly and would, no doubt, be subject to qualifications because of the inability 
to locate old records. * * *” [Italic added.] 

It is submitted that this firm, nationally accepted, and once the auditors of the 
Panama Railroad Company, have in effect stated: 

1. It cannot be determined from annual reports whether the canal has produced 
@ profit or a loss 

2. The numerous accounting changes over the years permit them to make only 
a “broad recital’’ on the subject of canal finances. 

3. Accounting information in the annual reports is inadequate. 

1. Even a study based on the actual records would be subject to qualifications 
because of the inability to locate old records. 

Unquestionably the best authority on the confused state of canal accounting 
in past years is the General Accounting Office itself, since this is an agency of the 
Congress, and since it did attempt a complete review of all records. This is what 
the General Accounting Office said in its audit of the canal for the fiscal year end- 
ing June 30, 1952 (H. Doc. No. 207, 83d Cong., Ist sess.): 

“This audit is the first comprehensive examination of the whole Panama Canal 
enterprise ever made by the General Accounting Office * * * Primarily because 
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of major deficiencies in the accounting policies and practices of the Panama Canal 
agency and the consequent lack of reliable financial and operating data, the in- 
formation contained in this report 1s generally restricted to operations during the 
vear ended June 30, 1952, and the financial position of the entities at that date. 
Furthermore, there is not sufficient information readily available to indicate the 
extent to which prior operations of the Panama Canal agency have recovered, 
through tolls and other revenues the cost of its activities or to determine the full 
effect of property and other adjustments required to put the accounts on the sound, 
realistic basis contemplated by the recent reorganization _ 

It is submitted that the Congress when conducting its investigations leading up 
to the enacvement of the law (Public Law 841) requiring a charging of interest on 
the public debt as of July 1, 1951, did not have before it this ‘‘first comprehensive 
examination of the whole Panama Canal enterprise ever made by the General 
Accounting Office Neither had it been advised bv its own accounting agency 
that this first comprehensive audit revealed ‘‘major deficiencies in the accounting 
policies and practices of the Panama Canal agency, and the consequent lack of 
reliable financial and operating data ve 

Admitting of the soundness of the GAO recommendations regarding all Govern- 
ment corporations for the charging of interest, it is doubtful if the Congress with 
this picture before it would have assented to such a charge, at least without some 
kind of assurance that in doing so it would not be inequitably shifting capital 
expel Se b irde Ss 


St La brence seaway 





In concluding this discussion of the question of interest charges on the past 
investments in the Panama Canal, it should be noted—and will no doubt be cited 
by some—that Public Law 358, creating the St. Lawrence seaway, provides in 
section 12 (b 4) that toll “‘rates prescribed shall be calculated to cover, as nearly 
as practicable, all costs of operating and maintaining the works * * including 
depreciation, payment of interest * * and payments in lieu of taxes.” 

Admittedly the above phraseology is markedly similar to section 412 (b) of the 
Canal Zone Code. 

However, this is almost the only point of similarity in the establishing of tolls 
at the two utilities. The requirements that tolls earn interest and other charges 
at the seaway is so hedged around with qualifications as to make it most improb- 
able that this will be the result These are some of the qualifications: 

1. Tolls at the seaway will not be set by the United States Government, but 
will be set by negotiations between the Corporation and “* * * the St. Lawrence 
Seaway Authority of Canada, or such other agency as may be designated by the 


Government of Canada,’’ unless no agreement is reached in such negotiations in 
whicl CASE * * * the Corporation is authorized and directed to establish 
unilaterally such * * * tolls * * This possibility of unilateral action seems 
highly unlikely, in view of the nature of the utility 


2. Unlike the Canal Zone Code, the Seaway Act in section 12 (b) (1) states 


that of tolls) shall be fair and equitable and shall give due consider- 
atior gement of increased utilization of the navigation facilities, and 
to the special character of bulk agricultural, mineral, and other raw materials.”’ 
There is no such provision whatsoever in the Canal Zone Code, but an absolute 
requirement that tol!s be set according to a formula producing all costs, and 





giving no consideration whatsoever to encouragement of navigation, or special 
rate consideration of agricultural and mining interests as is seen here. 

This is the more ironic in view of the comparison of the two utilities, both from 
a national defense and commercial standpoint. Both of those values are fully 


proved in the case of the Panama Canal. The commercial value of the seaway 


oO! the other hand has been serious! conrested by almost all transportation 
interests. Its potential traffic volume is in serious doubt by reason of the 5 
months’ freeze and the inadequate draft And it is not assigned even by its 
proponents anything like the national-defense value of the Panama Canal. The 
House Report 1215, on S. 2150, lists the ‘‘national security’’ reasons for construct- 






all of them are reasons relating to commerce. Of 
the 6 reasons cited, 3 comment prominant!yv on iron ore. 


ing the waterway. vet almos 


3. Also, complete!y unlike the Panama Canal, rates at the seaway, as pro- 
vided in seetion 12 (b) (2) “shall vary according to the character of the cargo 
with the view that each classification of cargo shall so far as practicable derive 
relative benefits from the use of these facilities.’”’ This ean only be accomplished 
by means of a commodity classification and tariff for the seaway and the result- 
ing tremendous pressures from the various commodity interests of the Nation 
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which are so plainly and naturally visible in our entire transportation strueture 
The commodity will become a prime factor in ratemaking, just as it does—and 
properly so—in rail, truck, water, and air transportation in the Nation. This 
factor alone is sufficient to render the requirements of earning interest and other 
corporate charges secondary. 

On the basis of the above, we believe that this committee must consider that 
the seaway is not a criterion for policy at the Panama Canal, but that in the ¢ 
of this new utility, Congress has intentionally made its lot easier from a fiscal 
standpoint in order to not unduly restrict its developm«e nt years. 





Sum mary conclus ons 


From the foregoing discussion of the question of interest charges at the Panama 
Canal, the following summary conclusions seem reasonable 

1. Interest charges on public funds used by Government corporations has not 
been uniform public policy 

2. Since enactment of the Government Corporation Control Act, such a policy 
has been evolving 

3. About 100 Government corporations have used over $14 bilhons of interest- 
free or near-interest-free public funds. 

4. The Government has used $444.4 million to build 12 other canals, total.ng 
1,700 miles. No depreciation, interest or even tolls are charged by any of these 
canals, whereas the 51-mile Panama Canal, costing $440.4 million to build, has 
returned $89.7 million in depreciation, and $272.9 million in profits, before interest, 
or an equivalent of 2.6 percent return. (Simple interest at 2.6 percent on $440.4 
for 37 vears equals $362.6.) 

5. To burden present and future cargoes moving through the Panama Canal 
with the full interest charge on past investments would be unfair since 
Canal accounting before corporate reorganization by Congress in 1951 was 
so inadequate as to make impossible a determination as to whether or not 
the canel has repaid the Government; 
Congress did not have an evaluation of this state of past canal accounting 
when it provided in 1951 for the payment of such interest. 

6. The St. Lawrence seaway provides no criterion, since the act creating it does 
not make the same strict requirements of this new utility, apparently to encourage 
development. 





Agreement with overall interest policy 

The industry subscribes to the policy that is being gradually formulated by 
Government of charging interest on Government funds used in Government 
corporations and on corporate, revenue-producing agencies serving a private 
interest of one kind or another. 

It agrees with the fundamental policy expressed so many times by GAO in its 
recommendations to the Congress that unless such interest charges are made, the 
operation is not bearing the total cost of the service rendered. However, for 
reasons stated above, it proposes that the interest requirement be imposed only 
on investments made after July 1, 1951. 


Industry proposal on interest 


On the basis of acknowledgment of the soundness of the policy described above, 
and on the basis of the summary conclusions already recited with respect to 
interest charges at the Panama Canal, the industry proposes such necessary 
changes in the Canal Zone Code as to require: 

1. Theat effective July 1, 1951, when Congress reorganized the canal on an 
orderly, corporete basis, the Paname, Canal be required to repay the full 
principal and interest to the United States on all public funds invested after 
that date, and properly chargeable to the Panama Canal Company 

2. That effective July 1, 1951, the Panama Canal start repaying, without 
interest, the Government’s investment made previous to thet date 

(The proposed method cf repayment will be discussed later in connection 
with the depreciation question.) 


V. DEPRECIATION OF ASSETS OF THE PANAMA CANAL COMPANY 


This is the second major corporate charge against income of the Panema Canal 
Company, set out on page 5. It is the second of the major items charged against 
the Canal Company, and which it must earn over and above operating expenses 

For the purposes of canal accounting, the assets of the former Panama Canal 


are classified two ways, ‘‘depreciable’’ and ‘‘nondepreciable.”’ 
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De prec able assets 


The depreciable assets are those which in the ordinary business sense are con- 
sidered to be consumed in use, and to require replacement. They are detailed in 
table 10, on pages 47—49 of the 1952 Canal Company Report. They consist of 
some of the channels, harbors, dams, ete.; the locks and appurtenances; certain 
floating plants; buildings and other structures; ships; hotels; motor equipment, ete. 

\s shown on page 5 of this statement, they require an earning of $4.8 million 
per year, and that amount is charged against the Panama Canal Company’s 
52 as shown in table 3, page 41 of the 1952 Panama Canal Company 


report 

There is full agreement on this policy among the law, the General Accounting 
Office, 2nd the industry proposals. Section 412 (b) of the Canal Zone Code 
appendix B) requires that tolls shall be prescribed at a rate to cover depreciation. 
The GAO makes no recommendation for change in the law with respect to the 
depreciable assets The industry acknowledges the propriety of such a cherge 
And canal accounting hes taken the item into consideration uniformly in annual 
reports of previous administrations at the canal. 


Nonde pre role assets 


There remains, however, in dispute the other classification of assets which have 
.f 


ceded as nondepreciabk They are detailed in table 9, on page 46 of 
1952 annual report of the Company. They consist of such items as lands, 
d treaty rights; excavations and fills for channels, harbors, locks, dams, ete. 

} a t 


1e assets which in the ordinary business sense are not consumed in 
\ not require replacement 

general and with some exceptions, these assets are of the type that the 
Revenue Bureau rules will not permit private business to depreciate for 


l reasons 





f l 


re follow excerpts from regulation 118, IRC paragraph 39.23 (1) 2 of the 
Inte rnal Re venue ( ode: 

“* * * the necessity for a depreciation allowance arises from the fact ths 
certain property used in the business, or treated under paragraph 39.23 (a)—1 
as held by the taxpayer for the production of income, gradually approaches a 
point where its usefulness is exhausted. The allowance should be confined to 
prop rtv of this nature * * * It depreci. tion) does not apply to * * land 
apart from the improvements or physical development added to it. 

Despite the nature of these assets, however, the General Accounting Office in 
its recommendation No. 4 to the Congress in its 1952 canal audit contends that— 

Sec. 412 (b) of the code discloses congressional intent that all assets should 
be depreciated 

The canal directors have established a policy for depreciation of all fixed 
assets, depreciable and nondepreciable; 

Because these assets were not fully disclosed to Congress in its consider- 
ation of Public Law 841, the Board has been reluctant to require their 
depreciation 

Unless nondepreciables are depreciated, the Government will not recover 
its full investment: 

GAO recommends amendment of the code to require their depreciation. 

There seems little doubt that the weight of opinion is against such a policy as 
urged by the General Accounting Office 

However, no space is devoted here to any argument on this subject, in view of 
industry proposal No. 2 on page 2 of this statement, i. e 

“2. That effective July 1, 1951, the Panama Canal start repaying to the United 
States, without interest, its investment made previous to that date.’ 

Chis proposal accords with GAO Recommendation No. 4 for depreciation of the 
nondepreciables, and in making it the industry recommends the addition of an 
estimated $3 million annually in corporate charges against the Panama Canal 
Company. 

This proposal is made in an effort to establish an overall plan of equitable 
handling of canal finances so as to provide the best possible opportunity of perma- 
nently settling controversy concerning the respective Government and private 
responsibilities at the canal It is the belief of the industry that if the Congress 
can establish a policy whereby all of the amounts expended can be returned, it 
will remove one large area of dispute 

In making this proposal, however, it is understood that proper credits will be 
made to the Company toward depreciation of the total amount of these assets 
($304 million) out of past canal earnings. The resulting credit would be between 
$112 and $120 million. 


ut 
5 
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This proposal is further qualified, as indeed is the industry’s agreement to the 
continued payment of depreciation charges on the depreciable assets—on an ad- 
justment of total assets required to be depreciated out of corporate income after 
the Congress has made a determination of the national defense value of the canal. 

Further, the industry makes this proposal as part of an overall plan which it 
believes will do justice to all interests. It conditions the proposal on acceptance 
of others made in this statement. 


VI. THE NATIONAL DEFENSE VALUE OF THE PANAMA CANAL 


In a real sense this single question is the key to the whole problem of settling 
the long standing controversy concerning the canal’s capital structure. 

Whether the Congress accepts the industry’s proposal concerning interest 
previous to 1951 or the GAO’s proposal for depreciation of nondepreciables, plus 
the charging of interest, it must be decided on the besis of the nationel defense 
value of the canal. Stating it another way, Congress must decide the question 
on the basis of how much of the building and opereting costs of the canal should 
be charged to its commercial users and how much should be charged to the 
Federal Treasury as are all other defense costs 


The law and national-defense value 


The law now puts the national-defense value of the canal at $128 million in 
building costs, plus about $3.4 million per veer in operating costs. 

During the construction of the canal, the Government paid $128 million in 
interest charges on funds used for construction. In enacting Public Law 841 in 1950 
and in providing that the canal must earn interest on the Government’s invest- 
ment, the Congress provided in section 412 (e) that “Capital investment for 
interest purposes shall not include any interest during construction.” 

This “forgiveness” of interest during the construction period wes in lieu of a 
reduction of the capital investment of the canal (as contended for by industry) 
The industry had contended for a 50-50 division of canal construction end 
capital costs between the notional defense and the commercial value of the 
canal. The 50-50 division wes rejected by Congress and the $128 million ex- 
penditure made interest-free in its stead. In its report on H. R. 8677—the 
reorgenization bill—the Senate Committee on Armed Services said: 

““* * * Tn addition, subsection (e) of section 412 of the Canal Zone Code has 
been amended to provide that interest on construction costs shall be elimins.ted 
in celculeting tolls. * * * This means thet the Government continues to include 
the Peneama Canal as one of the capital assets of the United Ststes of America. 
It is valuable as part of the nationel defense of our country and has proved 
itself as an asset for commercial purposes. By so recognizing the national defense 
aspects, interest on construction costs can be deducted from current maintenance 
charges for the purpose of fixing tolls (pp. 4, 5, 8. Rept. 2531, 81st Cong., 2d sess. 
(Itelic added.) 

No other admission is made by the lew as it now stands of the national defense 
velue of the cane], as related to building costs, or as related to operating costs 
previous to July 1, 1951, the effective date of the new law. 

After July 1, 1951, the law adds one more ingredient to the netional-defense 
value, the toll charge on Government ships using the canal. This amounted to 
$3.4 million for the first year under operetion of the new lew. The law excuse- 
the Government entirely from the payment of tolls on Government ships transits 
ing the canel free of charge before July 1, 1951. GAO and industry estimates 
egree thet this figure approxime.tes $72 million. 

Thus the lew todsy hands the Pansme. Cenel to the Defense Establishment att 


é 


a price of $128 million and charges it but $3.4 million a year for its operation. 


It is not believed thet vuhis was the intent of the Congress, since such amounts 
in no way approximate the value of the utility as a military asset. 


GAO and national-defense value 
The GAO recommendations would assign no national defense value to the 


canal as related to the construction costs In its recommendation No. 5 in its 
1952 audit, it recommends that even this national-defense ellocation be elimi- 
nated, and that the Canal Company be required to pay interest on the $128 
million interest-during-construction costs 

It cesecribed the Congress’ admission of a $128 million national defense value 
““a concession to ship operators.’’ On pege 23 of that aucit, the GAO states 

“When Government vessels transited the canal free of tolls, a concession to the 
ship operators was justifiable. Since July 1, 1951, however, Government vessels 
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pay the same rates as commercial vessels. Thus the Government is currently 
paying its full share of canal maintenance and operating costs on the basis of use, 
and the concession to ship operators is no longer necessary.” 

The statement that the Government is ‘‘paying its full share’’ of maintenance 
and operating costs by contributing $3.4 million per year in the way of tolls will 


be dealt with on page 50 of this statement 


f 
I 


The GAO does, however, go further than the law in one respect, in that it 
suggests that the Canal Company be credited for the $72 million in toll-free 
transists enjoved by the Government previous to July 1, 1951 In its new 


load 9° 


lations on page 35 of its 1952 audit, the agency recommends: 
Recompute the results of the Panama Canal agency operations from inception 
1, 1951, to give effect to the present requirements of law effective after 


recommen 


The industry has understood during recent conferences with GAO representa- 
tion should include a crediting of the Company for 
2 million toll-free transits, i. e., that retroactive application of the provision 
of law requiring Government ships to pay tolls It does not, however, suggest 


tives that such recomputa 





that tl amended to that effect, but only that it be done, together with 
other ce ions, because ‘‘the data would be extremely valuable for rate- 
making purposes and for determining the amount of the Government’s investment 
recovered, if any, during the period.’’ Thus it is assumed that if followed, the 


$72 million in free transits would in some manner affect the amount of the burden 
required to be carried by commercial tolls. 

However, while acknowledging in one sense the $72 million figure—presumably 
as national defense value—it turns this amount into a minus figure by its recom- 
mendation No. 4, on page 22, i. e., that the Canal Company assume the burden 
ng an additional $304 million in assets, while making no other pro- 
vision for the canal’s value to the Nation 

The GAO does not recommend against continued payment after July 1, 1951, 
of tolls by Government vessels, and hence it acknowledges this much national 
defense value as far as current maintenance and operation is concerned, i. e., 


$3.4 million per year. 





ot depre 1A 


The industry and national defense value 


There will be no effort by the industry in this statement to assign a national 
defense value to the canal 

This is because the industry is satisfied that such an evaluation can be made 
only after careful study in which all interests are heard. 

The Special Panama Canal Commission in 1921 assigned a total of $110 million 
as national-defense value. This was about 28 percent of the total. This was 
repudiated later and no longer considered in canal accounting. 

The National Federation of American Shipping in 1950, in testimony before 

asked for a flat 50 percent assignment of capital structure to national 
defense. 1 Congress rejected this and allocated $128 million to national 
defense, indirectly as indicated above 

What the industry would like to do in this statement is demonstrate to the 
Congress that the canal does have a substantial national defense value; that it 
has never been taken into proper consideration in determining the capital structure 
of the enterprise; that present canal operation does not give proper consideration 
to it; and that the Congress should make a determination of the question and 
amend the code accordingly 


the Congress, 






Canal does have substantial defense value 

The industry is satisfied that there is not a single man in the Congress who 
does not acknowledge that the canal has substantial national-cefense value. 

Nevertheless, we presume to take the time of this committee now to go over 
some material on the point, not mainly to make the point that there is substantial 
national defense value, but more to demonstrate that the magnitude of that 
value is such; and its effect on commercial tolls is such, that some determination 
of the proper amount must be made before justice can be done at the canal. 


Other a ithorities 

Before any excavation began, President Theodore Roosevelt, the ‘‘father’’ of 
the canal, foresaw the dual function of this project when he said in his January 
1, 1904, message to Congress: 

Theodore Roosevelt, 1904 “Long acknowledged to be essential to our com- 
mercial development, [the canal] has become * * more than ever essential to 


our national defense.” 
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W. C. Adamson, 1912.—The legislative leader in the formative days of the 
Panama C anal, Representative W. C. Adamson, chairman of the House Interstate 
and Foreign Commerce Committee, in a House hearing in January 1912, before 
the canal was even completed, placed the commercial utilization of the canal in a 
secondary position when he said: 

‘‘We hope, in 2 or 3 years, to open the canal for the use of the Army and Navy, 
and when we are not using it for our Army and Navy, we hope to make enough 
money out of passing ships to pay something for the operation, if not for the 
construction, of the canal.’’ 

General Goethals, 1911.—Testifying before a Senate committee in 1911, Gen. 
G. W. Goethals, the canal’s Chief Engineer, said 

I have always felt that the cost of building the canal should be charged off the 
books as against the military defenses of the Union.” 

Special Panama Canal Commission, 1920 \ distinguished, nongovernmental 
Special Panama Canal Commission, appointed by the Secretary of War in 1920 
to fully examine the fiscal and operating policies of the canal, said of the $366 
million construction cost: 

“The Panama Canal was constructed for two purposes, (a) as a commercial 
enterprise and (b) as a measure of national defense The first of these purposes 
can be measured in dollars and cents and should form the measure upon which 
commercial operating cost is justified, and upon which the Government can justly 
look for an adequate return. The second purpose cannot be measured in money, 
and hence should constitute a sum from which the Government cannot look for 
any financial return. alts 

Governor Harding, 1920 The 1920 Governor of the canal, Col. Chester 
Harding, who had previous to his appointment to the governorship worked for 
many years in the canal construction, said in his annual report for that year: 

“The investment ($366 million in construction costs), from one point of view 
may be regarded as having been made and justified in the creation of an invaluable 
element of national defense.”’ 

Governor Burgess, 1929.—Governor Burgess, writing in the publication Military 
Engineer, in 1929 said: 

“There is no doubt that the canal is amply paying for itself. As an element 
in the national defense, a shortening * * * of passage between the oceans * * * 
increases by 50 or 60 percent the defense value of the existing naval units.” 

Bureau of the Budget, 1950.—There were many other expressions throughout 
the years, the latest being in the report of the Bureau of the Budget made to 
the President of the United States in February 1950, in which it was said: 

“The canal admittedly does have a dual purpose, defense and commerce. 
However, any attempt to establish which purpose was primary at the time the 
canal was built would be an utterly fruitless undertaking.” 

Governor Edgerton, 1943 One comment from Governor Edgerton’s report of 
1943, in the middle of World War II, is worth noting. After commenting on the 
lack of revenue from commercial shipping, he said: 

“The financial features of the operations are regarded as of slight importance 
in comparison with the vital service rendered by the canal in the prosecution of 
the war.” 

Commenting on the defense value of the canal, as illustrated by its World War ITI 
service, the Governor in his 1947 report said: 

“Based on the volume of military traffic that transited the Panama Canal 
during the war years, an approximation has been made of the monetary saving 
that has accrued to the United States from its use. The saving which is estimated 
to be $1.5 billion is in shipping costs only, and does not represent the lives and 
material that were saved by a shortening of the war.” 

Even stronger is the Governor’s statement when appearing before the House 
Appropriations Committee in 1947 when he said: 

“The canal is a great international public utility serving the maritime commerce 
of the world: From its opening to 1946, its revenues have been sufficient to pay 
all costs of operation and maintenance, including the costs of sanitation and civil 
government, and in addition to return approximately 2 percent on the net capital 
investment. 

“These figures disregard the value of the canal to national defense. It is safe 
to say that the services rendered by the canal to the recent war effort were more 
than enough to repay the entire cost of maintenance and operation, but because 
of revenues of the canal as a commercial enterprise the cost as an adjunct to the 
national defense has been negligible.” 
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Defense value never properly considered 

Administrations and Congresses having to do with the early years of the 
canal cannot be criticized for not giving immediate attention to a proper recog- 
nition in canal accounting of the defense and commercial values of the utility. 
This is because the major concern at that time was with its completion and 
with developing the new canal into a practical, workable utility. A slide shortly 
after its initial opening gave new concern 

It was not until 1920, 6 years after the first vessel went through, that real 
attention to focus on the financial results of the new project. 
with poor financial results, the Secretary of War in 1920, appointed 
a Special Panama Canal Commission of distinguished persons to examine into all 
Panama Canal operations. The Commission studied the operation and recom- 
mended that the Governor make 2 thorough cost analysis of the canal and an 
yroper portion of total cost to national defense, so that commercial 


n 
1‘ 





allocation of a } 
revenues would not be required to support a capital structure not related to the 
commercial function of the canal 

he Governor of the canal did make such a study and the results are available 
1 page 50 of the 1922 Annual Report of the Canal. The Governor divided the 


cost of the canal this way: 


Million 

1, Allocated to ‘Transit capital’’ $246. 4 
2. Allocated to ‘‘Business capital’ 28. 7 
3. Allocated to “‘National defense’’ (28 percent 110. 9 
Total ; 386. 0 

Almost immediately, the canal began to show a profit. Two reasons are 


assigned to this: 
1) Relief from $110 million of capital costs, and (2) the development of 
commerce through the canal at the end of World War I 
Profits for typical years following the 1922 adjustment of the capital structure 
were 


Million Million 
1923 $10.6 1926 $15. 4 
1924 16.6 1927 15. 9 
1925 13.6 1928 18. 4 


sut the canal was not long to enjoy this position—and the recognition of $110 
million national defense value was short-lived. 

In the 1928 report, the canal authorities state that they have just enjoyed the 
best. year of the canal to date. Then the statement goes on to state what appears 
to be perfectly natural, that “‘The increasing revenues have been made the occasion 
for proposals that tolls be reduced.” 

But rather than agreeing that profits should be passed on to users of the service, 
the canal authorities continued in the 1928 report by giving to Congress a four- 
point argument egainst reducing tolls 

While it is not desirable to digress here, it is believed important to set out at 
least in an appendix, these four arguments against lowered tolls, and to reply 
to them. These arguments against lowering tolls are so inadequate as to leave 
the definite inference that the administration in those years first reached the 
conclusion they wanted—no lowering of tolls—and then began searching about for 
support for their conclusions. The arguments will be found in appendix C to 
this statement. They are of interest in that they show a complete disregard of 
the value of the canal as a defense utility 

After the 1928 record year, revenues continued at a high level: 1929-—$28.1 
million; 1930—$28.1 million again; end 1931—$23.5 million. 

The profit picture in those years was: 


Million 
1929 : $17. 9 
1930 oe 
1931 14.8 


With this kind of a picture, canal authorities were faced with two alternatives. 
One was to lower the tolls and the other was to so alter the capital structure as to 
throw the enterprise into a deficit status. They chose the latter. 

The first clear recommendation for an alteration of the capital structure by 
means of repudiating the national-defense value is the following comment from 
page 117 of the 1931 annual report: 
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‘The present canal administration considers that the so-called national defense 
capital should be included as a part of the cost of construction of the canal and 
that accrued interest on construction funds should be included in the capitaliza 
tion, the whole to be considered: current capital liability on which the percentage 
of profit or loss should be reckoned.” 

The following, from a letter dated October 6, 1931 (see 1931 report), from the 
canal Governor to the Secretary of War seems to leave little room for doubt that 
the canal administration was concerned about the prospect of lowered tolls and 
felt that a modification of the capital structure could prevent it: 

“The matter of proper capitalization of canal costs * * * will become in- 
creasingly important in the future as requests are received for changes in the rate 
of tolls that are to be charged at the canal.’’ 

The canal administration then invited a study of the capital structure. To 
make the study, the Government’s Bureau of Efficiency was appointed It made 
the study and recommended to the Secretary of War that the previous national 
defense allowance (now grown to $113 million) be returned to the capital structure 
This wes approved by the Secretary of War. his completed, then, the ‘‘jug- 
gling’’ of the capital structure from a total of $273.2 million (p. 119, 1931 annual 
report) to $533 million (p. 118, 1932 annual report 

Thus, there finally resulted what appears to have been sought intentionally for 
2 vears, the throwing of the accounts of the canal into the red The canal had 
consistently shown a profit from 1926 to 1930, inclusive, the computed surplus, 
that is, the profit less fictional interest, in 1926 being $357,000 and in 1930, 
$3,300,000 It showed a deficit of $126,000 in 1931, and by these two new devices 
the deficit skvrocketed to $3,500,000 in 1932, and it has remained in a deficit 
ever since 

Thus it is seen that the only national defense allowance—made by the Special 
Panama Canal Commission in 1920—was thrown out of 1932. For one 10-year 
period, some defense value was acknowledged Other than that, its entire 
operation up to July 1, 1951, was in complete disregard of the service it provided 
to the national defense of the Nation 


Present canal operation does not acknowledge defense value 

As stated on page 37 of this statement, it can be said that present canal 
operation assigned a defense value of $128 million to the canal from the stand- 
point of construction costs and $3.4 million a year for operation starting in 1952, 
and no value for operation in previous years. 

The ridiculous nature of this kind of a conclusion can be seen in Federal 
expenditure for the United States Navy (including Marines and Coast Guard 
for the period of two World Wars and the post World War II years: 


1916 to 1920, inclusive $4, 411, 000, 000 
1942 to 1945, inclusive 86, 102, 000, 000 
1946 to 1953, inclusive 42, 784, 000, 000 

Total 133, 297, 000, 000 


There is no question that the canal has provided us with a two-ocean Navy. 
Governor Burgess in 1929 said the canal increases the defense value of the Navy 
by 50 percent. The industry is not qualified to comment on that and as stated 
above desires only to show a need for congressional determination of the question 

However, from naval expenditure of $133 billion in two wars and during the 
cold-war years of the forties and fifties, it can be seen that assigning any small 
percentage of that to the canal would produce a national defense value sufficient 
to wipe out the entire Government investment that has been discussed so much. 

The total net expenditures at the canal, after crediting tolls and other earnings 
have keen $214.2 million (appendix D If it can be said that the canal has saved 
a mere | percent of the total naval expenditures just in the 2 World Wars and the 
cold-war period only—ignoring all other years—then it can be said that the canal 
has repaid the Government its expenditures more than 6 times over 

Earlier, on page 40 of this statement, there was reference to a comment in the 
1952 GAO Audit of the Panama Canal Company, which concluded this way 

“Since July 1, 1951, however, Government vessels pay tolls at the same rates as 
commercial vessels Thus the Government is currently paying its full share of canal 
maintenance and operating costs on the basis of use, and the concession to ship opera- 
tors is no longer necessary’ (p. 23) {Italic added.] 

Certainly $3.4 million a year does not represent the value of the canal to our 
Military Establishment. This is why it is proposed that the national defense 
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study include some recommendation for the manner in which the Military Estab- 
lishment should pay its share of maintenance and operation of the canal. 

A consideration of the question as to how Government should pay its share leads 
inevitably to the broader one; i. e., should Government get a “free ride’”’ on an 
important defense service because the utility providing the service coincidently 
provides one also to commerce, which can be charged enough to finance the entire 
thing? This is exactly what is going on and has been going on at the Panama 
Canal if it is conceded that the defense value is greater than that acknowledged 

the present operation and in past years 

The reason for this kind of a “‘free ride’ for Government operation is suggested 
»v the nature of the canal itself It is politically easier to charge excessive toll 
rates 1inst some few thousand revenue-producing merchant ships than it is to 
even get interest charges from hundreds of thousands of users of electric power 
from a Government-built TVA 

And conceding for the moment that there is some social justice in charging a 
ship-operating corporation and not charging a small homeowning individual, 











there is a fallacy in applying such a philosophy to the canal. Increased tolls on 
ships are not in fact tolls on the ships, but ultimately on the cargoes to a greater 
lesser degree. They are ultimately an extra burden on the consumer. Thus 


he consumer of canned goods in the East, lumber, oil, fish products, paper prod- 
icts, grain, and the other major canal transiting cargoes pay one tax to the collec- 
tor of internal revenue for supporting his Government and another to the Panama 
Canal Company in the form of higher freight costs on what he buys or sells that 
transit the canal 


y 


Congres should determine defense va 
A substantial question of public policy exists It is perfectly apparent that 
Government costs in building and operating the canal have not in any degree 


approximated the value it has received from it 


The Government is in a business, providing a service. Its operation in that 
business to date has been highly profitable. In an ordinary business sense, the 
operation has enjoyed excessive profits In such a situation, the business obvi- 
susly should be disposed of and put into private hands Sut this cannot be done 


at the Panama Canal, and is not being proposed here 

rhe only alternative then is an operation of the business at a break-even point, 
with the Government paying a fair proportionate share of building and operating 
costs, related in some reasonable degree to the value that the utility has delivered 
to Government. 

Unless Congress makes a determination of the point, this single question, which 
is the sensitive heart of the entire Panama Canal controversy, will remain un- 
answered and will perpetuate the controversy 

It is, therefore, recommended that this committee of the Congress, by itself, 
or through a special commission appointed by it and representative of all interests 
affected, including the commercial user and the Department of Defense, make a 
determination of the national defense value of the canal, and thereafter by appro- 
priate amendment to the Canal Zone Code 

a. Adjust the Government’s net direct investment as of July 1, 1951, in 
aceord with such finding, and 

b. Adjust the manner in which the Government is paying its share of 
maintenance and operation of the Panama Canal in accord with such findings. 


VII. CANAL ZONE GOVERNMENT OPERATING COSTS 


This is the third major corporate charge made against the Canal Company 


under present law. On page 5 of this statement, it is shown that the Canal 
Company was required to earn $9.6 million in 1952—over and above operating 
cost to contribute to the Canal Zone government costs 


Of the three corporate charges—interest, depreciation and zone government 
costs—this is the largest, and amounts to nearly half of the total the canal must 
earn over and above operating costs 


Canal Zone Code 
Under the reorganization of the canal in 1951, the Congress provided as follows: 
e) The Corporation is further obligated to pay into the Treasury as miscel- 
laneous receipts amounts sufficient to reimburse the Treasury, as nearly as 
possible, * * * for the net costs of operation of the agency known as the Canal 


Zone Government * * *’ (sec. 246, Canal Zone Code 
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‘(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal * * * 
and an appropriate share of the net costs of operation of the ageney known as 
the Canal Zone government. In the determination of such appropriate share, 
substantial weight shall be given to the ratio of the estimated gross revenues 
from tolls to the estimated total gross revenues of the said corporation exclusive 
of the cost of commodities reseld, and exclusive of revenues arising from trans 
actions within the said corporation or from transactions with the Canal Zone 
government” (sec. 412, Canal Zone Code 


Application of the law 


The following is a statement of the application of the above code sections to 
the operation in fiscal 1952, the first year of operation under this law 


VJ s 

Gross operating costs $14. 1 
Revenues and credits 3 6 
Net operating costs 10.5 

Not reimbursable 9 
Net cost payable by Canal Company 9. 6 

Total allocated to tolls revenues 7.6 
Total allocated to other Company revenues 2.0 
Total 9. 6 
Percent charged to tolls 79 
Percent charged to other Company revenues 21 


Source: Table 3, p. 118, 1952 Annual Report 


This is in sharp contrast to what the division of this cost would have been had 
it been computed strictly according to the proportionate revenues from tolls and 
from other sources. 


Total Company revenues 


Millions Percent 
From tolls $26.9 27 
From other Company sources 73.1 3 
Total 100.0 


From the $73 million of other Company revenues, however, must be deducted 
those revenues excepted under the law, i. e., cost of commodities resold; trans- 
actions within the Company; and transactions with the Canal Zone government. 

The details of these amounts are not available from the report, however, the 
1952 GAO audit of the Canal Company explains how the tolls portion of the 
burden was raised to 79 percent. 

The canal authorities apparently deviated two ways from a strict interpretation 
of the law. 

First, it applied the revenue ratio callea for in the law to orly 50 percent of the 
net cost; and for the remainder, used a modified capital investment ratio. 

Second, it construed transactions with the Company and with the Canal Zone 
government employees as transactions within the Company 

Had the Company used the strict revenue ratio, the charges allocable to tolls 
would have totaled $5.2 million, or about 55 percent (GAO audit, 1952, p. 13 

The difference between the amount charged to tolls ($7.6 million) and that 
which would have been charged on a strict revenue basis ($5.2) amounts to 
$2.4 million. 

It is believed that in the framing of the legislation for allocation of Government 
costs, it was anticipated that about one-half of the costs would be borne by tolls 
on ships, and indeed, this would have been the result had the formula been 
followed strictly. 

The industry has studied the matter somewhat—though without availability of 
more information it cannot present a complete picture—and believes that there 








284 PANAMA CANAL COMPANY AND CANAL ZONE GOVERNMENT 


is evidence to support the view that no more than half of the Government costs 
can be equitably allocated to tolls 


( anal é moplo JES 


In offering this information, there is no intent on the part of the industry to 
speak upon the policy question as to whether sales of commodities to employees 
of the Company and the zone government should contribute to the support of 
1e Government. The industry feels that the employer-employee relationship at 
the canal is a matter for the administration of the canal in part and for the Con- 
gress on such matters of broad policy as the interpretation put on the law by the 
canal authorities. It is the province of Congress to determine whether those 
business functions at the canal serving the employees should be on a self-sustaining 

asis (as they would have to be if they contributed their share to the Government 
that serves those employees), or whether the public interest—the national de- 


fens is better served if those business functions are permitted to operate free of 
the obligations imposed on the rest of the canal and with emplovees freed of local 
taxes imposed on all other Government employees. This freedom from local 


taxation by residents of the Canal Zone is commented on by the Bureau of the 
Budget on page 1306 of hearings, April 18, 1950, before the Merchant Marine Sub- 
committee of the Senate Interstate and Foreign Commerce Committee 

Whether the emplovees are or are not excused by Congress from this obligation 
however, the extra load cannot equita ly he placed on tolls revenues 


Major cost 


The major cost items in 1952 were Million 
Postal services S1. 1 
Schools 2. 4 
Police department 1S 
Streets and roads . 58 
Fire Cepartment 5 
Customs and immigration 45 
Hospitals and clinics 1.2 

The deficit in the postal services is not large, the total charged to the ( ‘ompany 

1952 being $176,000. However, the citizens of the Republic of Panama enjoy 


ome use from them, merchants in Panama and Colon using them to a large 
extent Also, the military uses them, and about one-half the number of post 
es are military, though not the largest in volume of mail handled 
he police force is larger per thousand of population than even such highly 
nsient United States cities as New York, Chicago, and San Francisco—nearly 
triple in some cases \ recent report indicates 7 pclice officers in the zone for each 
1,000 persons According to 1950 United States census figures, the ratio in the 
United States cities mentioned is 


Population a Rat.o 
New York 7, 891, 957 19, 147 1 to 412.2 persons. 
( cago 3. 620, 962 7, 657 1 to 473.5 persons 
San Francisco 775, 357 1,698 | 1 to 456.6 persons 


The 1952 report shows that twice as manv arrests were mace of residents of the 
Republic of Panama as of resicents of the zone 


Seventy percent cf the school ccsts is charged to the Company ($1.7 million 
of the $2.4 total Chileren of military and Republic families attend Provision 
is mace for payment to the Company for military and Republic chil¢ren, but the 


report does not indicate whether the payments are fully compensatory on 9 pupil 
by pupil basis In this connection, it is noted that the Senate Appropriations 
Committee on May 19, reported the civil functions appropriations bill to the 
Senate with a provision (sec. 105) requiring reimbursement of the Canal Zone 
(,rovernment for ect 





‘ation expenses of military personnel’s dependents or depend- 
ents of other agency personne! 

Streets and roads are used by the military and by Republic citizens as, of 
course, they must be But what information is available indicates that they 
serve these more than they do employees of Company Senator Ellencer, in 
recent hearings before the Senate Appropriations Committee, pointed out that 
the canal enterprise operated 685 motor vehicles, while the military operated 
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5,469, a ratio of 8 tol. It is also understood that motor vehicles of the Republic 
licensed to operate in the zone far exceed the combined total of all motor vehicles 
licensed by agencies and individuals in the zone 

Customs and immigration—costing nearly a half million yearly—is handled 
entirely by the United States and at United States expense. The United States 
acts as the customs authority for the Republic and enforces Republic of Panama 
customs regulations on goocs arriving at zone ports, but cestined through the 
zone and to the Republic No charge is mace for this service rencered to the 
tepublic, and in fact the Republic has in the past requested permission to send its 
own customs officers into the zone to handle the work, and thus relieve the United 
States of some of this expense. No suggestion is here mace that this course be 
followed, avd it is understood thet important consicerations may be involved 
here, on which the industry has no comment. However, the propriety of charging 
$402,000 of the total of $455,000 to the Company is subject to serious question 
under these circumstances 

\s has already been indicated to this committee, recommendations have beer 
made which should result in a near halving of the hospital costs. The elimina 
tion of duplications and resulting savings can be an economy to commercial 
shipping and to the Government. It is the industry’s understanding that Defense 
Department officials have fully agreed that 2 of the 4 hospitals can ke eliminated 
and that current needs will still be met It is noted that the above-mentioned 
Senate amendments to the Army civil functions appropriations bill makes Defense 
Department appropriations available for medical care given military personnel 
and dependents, and that the Army hospitals are to be closed in the zone 

In attempting to justify the previous charge of 100 percent of the Canal Zone 
Government costs to tolls revenues, there have been repeated references in annual 
reports to the fact that the charge is made against tolls revenues in lieu of taxes 

For example, on page 102 of the 1951 report it was stated, “The absence of tax 
charges is compensated for by the inclusion in canal operating accounts of the 
direct costs of civil government * * * 

As can be computed easily from table 3, on page 41 of the 1952 annual report 
the net profit of the Company in 1952 would have been $11.9 million. Charging 
the Canal Company $9.6 of Government costs results under this theory in pay- 
ment of an 80-percent tax rate on profits 

During that vear, the tax rate on corporate income was 52 percent, which would 
have resulted in a figure of $5.8 million 

In its presentation to Congress in 1950 during consideration of Public Law 841 
the industry suggested a 50-50 division of the operating costs of the Canal Zone 
Government between the canal and the national defense. 

The answer to this question lies again directly in the national-defense question 
The only possible argument that may be advanced in support of present law 
requiring the Corporation to pay the entire zone government costs is that Govern- 
ment ships are now paying their own way, and hence the military is—through 
tolls—paying for the national-defense value of the zone government. Just how 
unrealistic is this argument is illustrated in the proportionate toll revenues from 
Government and from private ships. Government ships in 1952 provided $3.4 
million in tolls and private ships $26.9 million, a ratio of roughly 9to 1. This means 
that 10 percent of the reason for a Canal Zone Government is assigned to the 
military needs of the Nation, and 90 percent to the needs of private commerce, a 
conclusion which obviously cannot be taken seriously 

It is submitted that Government agencies proposing the present formula 
expected an entirely different result than that in 1952 where tolls paid nearly 
80 percent. 


Industry proposal 


In view of this, and in view of the overwhelming evidence as to the national- 
defense value of the entire enterprise, including the Canal Zone Government, it 
is proposed that present law be amended so as to require that the Corporation 
pay one-half of the Canal Zone Government net cosvs, and that the other one-half 
portion be contributed by approprigtions fron the Department of Defense. 

In offering this proposal, the industry points out that for the first near half- 
century of the canal’s existence, the entire amount of the cost was charged to 
tolls. This was admitted by Congress to be inequitable, and a formula was de- 
vised which was thought would nearly halve the amount. This has proved 
unreliable in providing the remedy sought. An even distribution of the cost 
would be submitted to by the industry and does not seem subject to any criticism 
from the military. 
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VIII. BOARD OF DIRECTORS OF THE PANAMA CANAL COMPANY 


The private steamship industry is the largest single customer of the Panama 


Canal Corporatior In 1952, it produced $26.9 million in tolls revenues, plus 
other millions in services purchased 

Of the total tolls revenues, American ships produced $9.9 million or 36 percent, 
by far the largest produced by any flag. A large part of this portion of tolls 


revenues was provided by the intercoastal United States fleet 

The nature of the canal operation as well as the tolls charges are of vital concern 
to private shipping. The industry has individuals in its ranks with operating 
experience which could be of great value to the Government in the canal’s opera- 
tion, as well as to the Panama Steamship Line, operated by the Canal Corporation. 

Yet, despite these facts, no active operating steamship representative is asked 
to contribute his experience and knowledge to the operation of this Corporation. 

The industry can see no impropriety in appointing one or more industry repre- 
sentatives to the canal’s Board of Directors, and feels that such an appointment 
would be mutually beneficial in that practical operating experience would be 
brought to the Board, and a better understanding could result from an industry 
member having first-hand knowledge of the problems of the canal administration. 

The make ip of the Board is controlled by section 247 of the Canal Zone Code. 
(See appendix B 

The major provisions of that section are 

1. The Board shall consist of not less than 9 and not more than 13. 

2. They shall be appointed by the stockholder (Secretary of the Army) and hold 
office at his pleasure 

3. The Governor of the Canal Zone shall be a Director and the President of the 
Corporation 

4. Directors shall receive no salary, but may be paid a per diem in lieu of sub- 
sistence, plus traveling expenses in connection with services to the Corporation. 

It is proposed that this section of the code be amended to provide for one or 
more steamship industry representatives as members of the Board of Directors. 





IX ANNUAL ANNUITY PAYMENT TO THE REPUBLIC OF PANAMA 


his is an additional charge which the Panama Canal Company must produce 

over and above operating and other expenses 
Section 246 (e) of the Canal Zone Code reads: 

e) The Corporation is further obligated to pay into the Treasury as mis- 
cellaneous receipts amounts sufficient to reimburse the Treasury, as nearly as 
possible, (1) for the annuity payments under article XIV of the Convention of 
November 18, 1903, between the United States of America and the Republic of 
Panama, as modified by article VII of the treaty of March 2, 1936, between the 
said Governments * * *.” 


The history of this annuity payment commences with the 1903 treaty which in 


article XIV, stated, ‘‘As the price or compensation for the rights, powers, and 
privileges granted in this convention by the Republic of Panama to the United 
States, the Government of the United States agrees to pay to the Republic of 





Panama the sum of ten million ($10,000,000) in gold coin of the United States 
on the exchange of ratification of this convention and also annual payment during 
the life of this convention of two hundred and fifty thousand dollars in like gold 
coin ($250,000), beginning nine vears after the date aforesaid.”’ 
h the abandonment by the United States of the gold standard, the above 
was amended by article VII of the 1936 treaty between the United 
1 Panama as follows: “Beginning with the annuity payable in 1934, 
rents under Article XLV of the Convention of November 18, 1903, * * * 
four hundred and thirty thousand Balboas (B.430,000) * * *. The 
States of America may discharge its obligation * * * upon payment in 
any coin or currency, provided the amount so paid is the equivalent of four 
hundred and thirty thousand Balboas.’ 

With the balboa and the dollar circulating interchangeably, the agreement 
presently in effect is for an annual payment of $430,000. 

It is understood that the United States Government is presently engaged in 
negotiations with the Republic of Panama concerning the relationship between 
the two Republies growing out of the maintenance and operation by the United 
States of the Panama Canal and its appurtenances in the Canal Zone. 

From the history of the relationship between the two Republics and from 
other circumstances, it is indicated that in these negotiations the Republic of 
Panama will ask for certain concessions from the United States which will be of 
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monetary value to the Republic of Panama and will result in substantial expendi- 
tures by the United States Government. 

The $40 million paid by the United States Government to certain French 
interests for their rights in Panama; the $10 million paid by the United States 
to the Republic of Panama under the 1903 treaty; the $250,000 annual payment 
until 1936 to the Republic of Panama; and the $430,000 annual payment from 
1936 to date have all become cost factors under canal accounting in determining 
the tolls to be charged on vessels transiting the canal 

Presumably, any additional concessions which might be made to the Republic 
of Panama would similarly become toll factors either by classifying them as 
capital investments or operating costs. 

The history of the canal does not indicate any lack of liberality on the part of 
the United States, or that the Republic of Panama has not greatly benefited by 
the relationship. Before the canal was built, this was a completely undeveloped 
country with virtually no national wealth, without streets and without sanitary 
facilities, education, public order or the other advantages of a developed state 
It was also without political stability. 

Now, largely as a result of the presence of the canal within that Republic, its 
people enjoy all of those things and, in adcition, wealth and prosperity which 
they could not have possibly attained so early were it not for commercial traffic 
and military expenditures resulting from our building and maintaining the canal 

From 1903 to 1936, by a specific provision in the treaty, the United States 
guaranteed the independence of the Republic of Panama. While this provision 
was removed in 1936, the practical effect remains the same 

In 1936 when we went off the gold standard in the United States, we raised 
their annual payment from $250,000 to $430,000 per year. This payment, 
incicentally, is not rent but is described in the original treaty as the “‘price or 
compensation for the rights, powers, and privileges granted.’’ The zone of land 
occupied by the canal was granted under article II of the original treaty ‘‘to the 
United States in perpetuity” for ‘use, occupation, and control.” 

In a note accessory to article VII of the treaty of 1936, the United States 
Government actually guarantees the stability of the currency of Panama Also, 
under the treaty of 1936, the United States relinquished its right to acquire 
additional lands in the Republic by eminent domain 

In an agreement consummated in Washington in May 1942, the Panama 
Railroad Company transferred to the Republic of Panama, without any charge 
whatsoever, lands which it had acquired having an appraised value of nearly 
$12 million. No compensation whatsoever was received for these lancs 

However, the industry recognizes that on a diplomatic or military level—not 
limited or measurable by the benefits already enjoyed by Panama—there may be 
considerations between our Nation and the Republic of Panama which make 
advisable a serious study of any proposal for an adjustment in the payments to 
the Republic of Panama. For that reason, therefore, the industry does not 
presume to advise our Government on the question of adjusting the anouity 


Industry proposal 

The industry does, however, propose that the code be so amended as to provide 
that notwithstancing any amendments which may be made in agreements or 
treaties between the United States and the Republic of Panama, the Corporation 
shall not be obliged to pay into the Treasury any amount to cover the annual 
annuity to Panama in excess of 430,000 Balboas 


X. PROPOSED LEGISLATION 


To effectuate the proposals in this statement, the industry has already sub- 
mitted to the chairman of the House Merchant Marine and Fisheries Committee 
and the chairman of the Panama Canal Subcommittee, legislation amending 
certain sections of the Canal Zone Code 
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APPENDIX A 
Haskins & SELLs, 
San Francisco, December 23, 1958. 


Paciric AMERICAN STEAMSHIP ASSOCIATION, 
San Francisco, Calif. 

Dear Sirs: In accordance with your request we have obtained certain informa- 
tion from the annual reports of the Governors of the Panama Canal for the period 
from July 1, 1919, to June 30, 1951, in an effort to ascertain from these reports 
the results of operations of the canal based on a consistent application of generally 
accepted accounting practices. This investigation did not include an examina- 
tion of the records in support of the Governors’ reports, and the reports themselves 
do not show whether the results of operations have produced a surplus or a deficit. 

Because of numerous changes during the period in the form and method of ac- 
counting presentation and in the classification of capital assets our findings include 
certain assumptions and, therefore, are only a general recital on the broad subject. 





REVENUES 


The operating statements of the canal from its inception to June 30, 1951, in- 
dicated revenues from tolls, civil services, and business profits of approximately 
$682,032,000 

Prior to 1951 the canal was not compensated for Government-owned vessels 
transiting the canal and toll-free passages in that period have been entimated at 
$72,852,000. The total revenue of the canal, from the beginning of operations to 
June 30, 1951, as shown in the financial statements with the addition of estimated 
toll-free revenues for the period (in millions of dollars), would have been $754,884. 





PROPERTY, PLANT, AND EQUIPMENT 


The canal construction costs, costs applicable to national defense, other property 
classifications, and interest during construction have been revised from time to 
time in the reports of the several Governors. Because of these numerous changes 
the segregation of costs for depreciation purposes and for the computation of 
interest on the Government’s investment are not determinable definitely from the 
reports of the Governor. Examples of the revisions noted in our review of the 
reports are as follows 

1. In early reports (1920 through 1931) approximately $113 million of the 
canal cost had been considered as applicable to national-defense expenditures. 
In the report for 1932 this amount was restored to the cost of the canal. 

2. Interest during construction was not charged to the cost of the canal through 
June 30, 1931. In 1932, $143.7 million was charged but in 1938 this amount 
was revised to $129 million, and in 1952 was changed to $50.9 million. This last 
amount has been calculated at 3 percent simple interest up to the date the canal 
transiting operations started in 1914. 

3. The floating equipment was not segregated until 1937. 

In view of the uncertainties created by the aforementioned changes in the 
accounting treatment of capital assets we have accepted, for the purpose of com- 
puting interest due to the United States Government on its investment in the 
canal property, the amount shown in the several Governors’ reports as cost of 
eanal exclusive of the various amounts shown as interest during construction but 
inclusive of $50.9 million for interest during construction. We considered the 
item shown as applicable to national defense in the earlier reports of $113 million 
as a canal cost and excluded the defense properties which are segregated in the 
later reports. We have reduced the capital costs by the related depreciation 
shown in the annual reports. In this computation we have accepted as correct 
the amount shown on Governors’ reports as nondepreciable assets. 

The average canal costs during the period and the average accumulated depre- 
ciation, in millions of dollars, follows 


\verage canal costs $455. 01 

Average accumulated depreciation 27. 55 
I 

Average net book value .. 9427.46 

Interest rate (percent s 2. 5 

Interest on canal cost for 1 year $10. 687 

Years in service to 1951 eh 32 


Interest due on net cost of Government investment in canal property. $341. 984 
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We have used an interest rate of 2.5 percent a year as being the approximate 
average interest cost to the Government of obtaining the funds. This amount 
may be lower or higher and any change in rate would have an effect on the amount 
of interest expense on the Government’s investment. 


EXPENSES 


The governors’ reports indicated that the net appropriated expenses for the 
period from the beginning of operations to June 30, 1951, approximated 
$401,342,000. 

RESULTS OF OPERATION 


On the basis of the foregoing calculations the results of operation (in millions 
of dollars) of the canal for the period from the beginning of operations to June 
30, 1951, would have shown the following: 


Revenues._- .. $754. 884 
Expenses 
\s shown in reports 401. 342 
Interest, 2.5 percent 341. 984 


743. 326 
Excess of revenues over expenses 5 eae 11. 558 
CONCLUSION 


We are not in a position to determine whether the several governors’ reports 
have been prepared in accordance with generally accepted accounting principles 
because of the numerous changes in practices and inadequate accounting informa- 
tion available in the annual reports. The report of the canal’s operations pre- 
pared by the General Accounting Office of the United States Government for the 
vear ended June 30, 1952, indicated that the records at the canal are not too 
reliable. 

In view of the favorable conclusion reached by the General Accounting Office 
in its first report on an audit of the Panama Canal Company and the Canal Zone 
government for the year ended June 30, 1952, we are of the opinion that it would 
be advisable to await its report for the year ended June 30, 1953, before incurring 
any material expense in developing additional data on this matter. <A review of 
the records at the canal would be costly and would, no doubt, be subject to 
qualifications because of the inability to locate old original records. 

We shall be glad to confer with you at any time relating to this matter. 

Yours truly, 
Haskins & S8LLS. 


APPENDIX B 


CANAL ZONE CODE 


(An act of the Congress of the United States of America to establish a code of 
laws for the Canal Zone, approved June 19, 1934, with amendements to and 
including Public Law 841, 8Ist Cong , ch 1049, 2d sess, H R 8677, approved 
Sept 26,1950 Being a reprint of those sections only which deal with the estab- 
lishment of a toll rate for vessels transiting the Canal) 


TITLE 2—OPERATION AND MAINTENANCE OF THE CANAL AND 
GOVERNMENT OF THE CANAL ZONE GENERALLY 


CHAPTER 1—GENERAL PROVISIONS 


Sec. 5 EstTaBLISHMENT, ADMINISTRATION, AND FUNCTIONS OF CANAL ZONE 
GOVERN MEN’.—The independent agency of the United States heretofore known 
as The Panama Canal shall hereafter 

(1) be known as the Canal Zone Government; 

(2) be administered, under the supervision of the President or such officer 
of the United States as may be designated by him, by a Governor of the 
Canal Zone; and 
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3) be charged, except as otherwise provided by law, with the performance 
of the various duties connected with the civil government, including health, 
sanitation and protection, of the Canal Zone. 

Entire sec. 5 above added by Public Law 841. 
Sec. 2. (a) Except as otherwise provided in, or where inconsistent with, the 
provisions of this Act 
1) The terms ‘“‘the Panama Canal’’, ‘‘the Canal’’ and ‘‘the Canal authori- 
ties’’, wherever appearing in the statutes of the United States and having 
reference, prospectively, to the corporation heretofore’ known by that name, 
is amended to read ‘‘the Panama Canal Company” 


* K x * > * * 


b) Except as otherwise provided in this Act, the title ‘“‘the Governor of the 
Panama Canal wherever appearing in the statutes of the United States, is 
amended to read ‘‘the Governor of the Canal Zone’’. 

The above is sec. 2 of Public Law 841 


CHAPTER 12 PANAMA RaILRoAD ComMPANY; RAILROADS 
ARTICLE 3—PANAMA RAILROAD COMPANY AC1 
SE¢ 245. CREATION, Purposes, Orrices, AND RESIDENCE OF PANAMA 
Raterens Canat COMPANY For the purposes of maintaining and operating the 


Panama Canal and of conducting business operations incident to the eare; such 
maintenance; s##itetien; and operation, H#mprevement and incident to the civil 
government; ead preteetion of the Panama Carnal and the Canal Zone, there is 
hereby created, as an ageney and instrumentality of the United States, and as an 
adjimet of the Panama Canek a body corporate to be known as the Panama 
Retread Canal Company, hereinafter referred to as the ‘‘corporation”. The 
principal offices of the corporation shall be in the City of New York, New York, 
and in the Canal Zone, but the corporation may establish agencies or branch offices 
in such other place or places as it may deem necessary or appropriate in the 
conduct of its business. Within the meaning of the laws of the United States 
relating to venue in civil actions, the corporation shall be deemed to be 
an inhabitant and resident both of the southern ] idicial district of New York and 
of the Canal Zone 

Sec. 246. INVESTMENT OF THE UNITED STATES a) As of the beginning of 
business July 1, 1948, the corporation shall issue to the United States, and deliver 
to the Secretary of the Treasury, a receipt for $1 acknowledging the transfer to 
the corporation, under the provisions of Section 251 of this title, of the net assets 
of the Panama Railroad Company, hereainafter referred to as the ‘‘New York 
company’’, a corporation created by an act of the Legislature of the State of 
New York passed on April 7, 1849, as amended by an act of that legislature passed 
on April 12, 1855, and which is wholly owned by the United States, and such 
receipt shall be evidence of the ownership of the corporation by the United States 
of America. In its capacity as owner of the corporation, the United States shall 
be represented by the President of the United States or such officer of the United 
States as mav be designated by him, hereinafter referred to as the “‘stockholder’’. 

b) The amount of the receipt (referred to in paragraph (a) above) shall be 
increas d by subse juent additional direct investments of the [ nited States, in 
excess of repayments to the Treasury and extraordinary expenditures and losses 
applicable as offsets to such investments under the provisions of paragraph (d) of 
this section, due to (1) funds advanced to the corporation from the Treasury 
within such appropriations by the Congress as may from time to time be made 
to meet increased capital needs, and (2) transfers to the corporation from other 
Government agencies (or, conversely, decreased by transfers from the corporation 
to other Government agencies), pursuant to applicable provisions of law, of busi- 
ness enterprises, facilities, appurtenances, and other assets, less liabilities assumed 


n connection with such transfers. Transfers of properties and other assets from 
or to other Government agencies under clause (2) above shall be at such appro- 


priate amount or amounts as shall be agreed upon between the corporation and 
the agencies concerned and approved by the Director of the Bureau of the Budget, 
and in the determination thereof due consideration shall be given to the cost and 
probable earning power of the transferred assets, or usable value to the transferee 
if clearly less than cost, and adequate provisions made for depreciation of properties 
and equipment, obsolete or otherwise unusable inventories, and other reasonably 
determinable shrinkages in values, and, insofar as practicable, there shall be 
excluded from such amount any portion of the value of the transferred property 
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which is properly allocable to national defense. The board of directors shall 
certify to the Secretary of the Treasury the amount of each such transfer, the 
amount of any accumulated repayments to the Treasury or extraordinary expendi- 
tures or losses applicable as offsets to the amount of such transfer under the 
provisions of paragraph (d) of this section, and the effective date of the transfer 

(ec) In order to reimburse the Treasury, as nearly as possible, for the interest 
cost of the funds or other assets directly invested in the corporation, the corpora- 
tion shall pay interest to the Treasury, et feast ennuely on the net direct invest- 
ment of the Government in the corporation, as defined in paragraph (a) and (b 
of this section, and shown by the receipt described therein, at a rate or rates 
determined by the Secretary of the Treasury to reimburse the Treasury for its cost 
Payment of such interest chi arges shall be made annually to the extent earned, and if 
nol earned shall be made from subseq. cent earnings 


(d) The corporation shall account for its surplus as follows: (1) The total 
net income from operations from and after 1904 (when the Government acquired 
control of the New York company), plus the undistributed net income prior to 


1904 less (2) payments to the Treasury as dividends from and after 1904, not 
applied as offsets to direct capital contributions as described below, and less (3) 
extraordinary expenditures or losses incurred through directives based on national 
policy and not related to the operations of the corporation, not reimbursed 
through specific appropriations by the Congress, and not applied as offsets to 
direct capital contributions as described below. The corporation shall not be 
required to pay interest to the Treasury on any part of its surplus, as above 
defined. Repayments to the Treasury as dividends shall be applicable as offsets 
against directly contributed capital, past or future, in determining the base for 
the interest payments required‘under paragraph (c) of this section. Extraor- 
dinary expenditures and losses (as defined in clause 3 above), to the extent 
not reimbursed through specific appropriations, shall be considered as repayments 
to the Treasury analogous to dividends and similarly applicable as offsets against 
directly contributed capital. 

(é) The cor poration is further obligated fo pay into the Treasur { aS MIUSCE llaneous 
receipts amounts sufficient to reimburse the oy iry, as nearly as possible, (1) for 
the annuity payments under article XIV of the convention of November 18, 1908, 
between the United States of America and he Re public of Panama, as modified by 
article VII of the treaty of March 2. 1936. between the said Governments, and (2) for 
the net costs of operation of the agency known as the Canal Zone Government. The 
net costs of operation of the Canal Zone Government, which are deemed to form an 
integral part of the costs of operation of the Panama Canal enterprise as a whole, 
shall not include interest but shall include depreciation and the reimbursement of 
other Government agencies for expenditures made on behalf of the Canal Zone Gov- 
ernment. The payments into the Treasury, referred to in this paragraph, shall be 
made annually to the extent earned, and if not earned shall be made from subsequent 
earnings unless the Congress shall otherwise direct. 

Sec. 247. Boarp or Directors.—The management of the corporation shall 
be vested in a board of directors consisting of not less than nine nor more than 
thirteen persons who shall be appointed by and hold office at the pleasure of the 
stockholder, or if he so elects, consisting of the stockholders and eight to twelve 
other persons: Provided, That the Governor of the Panama Canal shall be a 
director and president of the corporation. Before entering upon his duties, each 
of the directors so appointed shall take an oath faithfully to discharge the duties 
of his office. The directors shall receive no salary for their services on the board, 
but under regulations and in amounts prescribed by the board of directors, with 
the approval of the stockholder, may be paid by the corporation a reasonable 
per diem allowance in lieu of subsistence expenses in connection with attendance 
at meetings of the board or in connection with the time spent on special service 
of the corporation, and their traveling expenses to and from meetings or when 
upon such special service, without regard to the Subsistence Expense Act of 
1926, as amended, or the Standardized Government Travel Regulations. Noth- 
ing contained in this article or in any other Act shall be construed to prevent the 
appointment and service, as a director, officer, or employee of the corporation, 


of any officer or employee of the United States. The directors, of whom a 
majority shall constitute a quorum-for the. transaction of business, shall meet 
for organization purposes when and where called by the stockholder, and for 
subsequent meetings as provided by the bylaws 

Sec. 248. GENERAL Powers oF Corporation.—The corporation shall have 


and may exercise the following general powers, in addition to those elsewhere 
conferred in this article: 
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(a) Shall have perpetual succession in its corporate name, unless dissolved by 
Act of Congress. 

(b) May adopt, alter, and use a corporate seal, which shall be judicially 
noticed. 

c) May adopt, amend, and repeal bylaws governing the conduct of its general 
business, and the performance of the powers and duties granted to or imposed 
upon it by law. 

d) May sue and be sued in its corporate name. 

e) May appoint such officers, agents, attorneys, and employees as may be nec- 
essary for the conduct of the business of the corporation, define their authority 
and duties, fix their compensation, delegate to them such of the powers of the 
corporation as may be necessary, require that such of them as it may designate 
be bonded, and fix the penalties and pay the premiums of such bonds. Persons 
employed by the corporation whose compensation is paid on any basis other than 
a per annum basis shall not be included in making computations pursuant to the 
provisions of section 607 of the Federal Employees Pay Act of 1945. The pro- 
visions of section 82 of this title, as amended, shall apply to the corporation and to its 
off cers and employees 

f) May enter into contracts, leases, agreements, or other transactions. 

g) Shall have, in the payment of debts out of bankrupt estates, the priority of 
the United States. 

h) May determine the character of and necessity for its obligations and ex- 
penditures and the manner in which they shall be incurred, allowed, and paid, and 
may incur, allow, and pay the same, subject to pertinent provisions of law gen- 
erally applicable to Government corporations. 

i) May purchase, lease, or otherwise acquire, and hold, own, maintain, work, 
develop, sell, lease, exchange, convey, mortgage, or otherwise dispose of, and deal 
in, lands, leaseholds, and any interest, estate, or rights in real property, and any 
personal or mixed property, and any franchises, concessions, rights, licenses, 
or privileges necessary or appropriate for any of the purposes expressed in this 
article. 

Sec. 249. Speciric Powers or Corporation.—Subject to the provisions of the 
Government Corporation Control Act, the corporation shall have and may exer- 
cise the following specific powers, in addition to those elsewhere conferred in this 
article 

a) May maintain and operate the Panama Canal. 

b) May construct, maintain, and operate a railroad across the Isthmus of 
Panama 

c) May construct or acquire vessels, and operate the same for transportation 
of passengers or freight and for other purposes. 

d) May construct or acquire, establish, maintain, and operate docks, wharves, 
piers, harbor terminal facilities, shops, yards, marine railways, salvage and towing 
facilities, fuel-handling facilities, motor-transportation facilities, power systems, 
water systems, a telephone system, construction facilities, living quarters and 
other buildings, warehouses, storehouses, hotels, a printing plant, commissaries 
and manufacturing, processing or service facilities in connection therewith, 
laundries, dairy facilities, restaurants, amusement and recreational facilities, and 
other business enterprises, facilities, and appurtenances necessary or appropriate 
for the accomplishment of the purposes of this article. 

e) May make or furnish sales, services, equipment, supplies, and materials, as 
contemplated by this article, to vessels, to agencies of the Government of the 
United States, to emplovees of the Government of the United States, and to any 
other governments, ageneies, persons, corporations, or associations eligible to 
make or receive such purchases, services, supplies or materials under the laws 
prevailing at the time and the policies heretofore or hereafter adopted consistently 
with such laws 

f) May use the United States mails in the same manner and under the same 
conditions as the executive departments of the Federal Government. 

May take such actions as may be necessary or appropriate to carry out the 
powers in this article or hereafter specifically conferred upon it: Provided, That 
the corporation shall undertake no new types of activities not included in the 
annual budget program prescribed by section 102 of the Government Corporation 
Control Act (except those which may be transferred to it under the provisions of 
section 246 (b) of this title): And provided further, That in the event an emergency 
is declared to exist by the board of directors during a period when the Congress is 
not in session (or by the Governor of the Panama Canal, acting in his capacity 
as president of the corporation, with the concurrence of as many of the directors 
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as may be consulted without loss of time unreasonable in the circumstances 
recommended appropriate action within the scope of this article may be under- 
taken. A report on such emergency activity shall be presented promptly to the 
Congress, when it reconvenes, for its approval and such action as it may deem 
necessary or desirable with respect to reimbursement through supplemental 
appropriation of funds to cover costs or losses arising from such emergency 

Sec. 250. SussecTion oF Corporation TO LAws APPLICABLE TO New YORK 
Company.—The corporation shall, so far as consistent with the terms of this 
article, be deemed subject to all provisions in treaties and in Acts of the Congress 
of the United States, now in force, which relate or apply to the New York com- 
pany; and shall have all the rights, privileges, and exemptions, and be subject to 
all the obligations, liabilities, and responsibilities applicable to the New York 
company under or by virtue of such provisions 

Sec. 251. Taking Over or AssETs AND LIABILITIES OF, AND DissoLUTION 

oF New York Company; RELEASE or Unitep States Treaty RIGuts IN 
Assets.—The corporation is authorized and directed to take over the assets and 
assume the liabilities of the New York company as of July 1, 1948. To accom- 
plish the transfer of such assets to, and the assumption of such liabilities by, the 
Saiebentiil , and to accomplish the dissclution of the New York company, the 
two corporations are authorized and directed to take, under the supervision of 
the stockholder, whatever action shall be determined to be appropriate and 
necessary, whether by agreement, transfer, merger, consolidation, dissolution, or 
otherwise. Effective upon the transfer of such assets and the assumption of such 
liabilities, there are hereby released and transferred to the corporation all the 
right, title, and interest, in and to such assets. which the United States now has 
or may hereafter acquire by virtue of the convention of November 18, 1903, 
between the United States and the Republic of Panama; and, specifically, ther 
are hereby released to the corporation any and all reversionary rights of the 
United States in the lands of the corporation located in the cities of Panama and 
Colon, Republic of Panama. 

Sec. 252. REIMBURSEMENT OF OTHER AGENCIEs.—The corporation shall reim- 
burse the Civil Service and Canal Zone Retirement and Disability Funds for 
Government contributions to the retirement fund applicable to the corporation’s 
employees, and the Employees’ Compensation Fund, Bureau of Employees 
Compensation, Federal Security Agency, for the benefit payments made to the 
corporation’s employees, and shall also reimburse other Government agencies for 
any payments of a similar nature made on its behalf. 

Sec. 253. Payment oF Excess Funps Into tue Treasury.—The board of 
directors shall have the power and duty to appraise, at least annually, its necessary 
working capital requirements, together with reasonable foreseeable requirements 
for authorized plant replacement and expansion, and to pay into the Treasury as 
dividends the amount of funds in excess thereof. Such dividends shall be treated 
by the Treasury as miscellaneous receipts, but shall be treated on the books of the 
corporation as applicable to reduction of past or future direct Government 
capital contributions (as provided in section 246 (d) of this title) in determining 
the base for interest payments required under section 246 (c) 

Sec. 254. Emercency Funp.—The corporation may borrow from a fund to be 
established and maintained in the Treasury, for any authorized purposes of the 
corporation, but for limited periods only, sums of money not to exceed a total of 
$10,000,000 outstanding at any one time. The fund shall be established by the 
deposit by the New York company with the Treasury on or before June 30, 1948, 
of the sum of $10,000,000 from the invested depreciation reserve funds presently 
maintained by the New York company, which amount, less any amounts borrowed 
therefrom by the corporation from time to time, shall be maintained by the Treas- 
ury as a separate fund. Amounts borrowed from said fund shall be paid over to 
the corporation by the Secretary of the Treasury, and repayments the reof shall 
be redeposited in said fund and will be available for subsequent loans. Loans to 
the corporation from this fund shall not bear interest. 

Sec. 255. Appropriations To Cover Losses.—Appropriations are _ hereby 
authorized for payment to the corporation of such amounts as may be shown in the 
annual budget program of the corporation as necessary to cover losses sustained in the 
conduct of its activities. Amounts appropriated to the corporation under authority 
of this section shall not be added to the amount of the receipt referred to in paragraphs 
(a) and (b) of section 246 of this title, and shall not require payme nt of interest under 
paragraph (c) of said section 246: Provided, however, That repayments by the cor- 
poration to the Treasury shall in no case be treated as dividends under sections 246 (d 
and 253 of this title until all amounts appropriated to the corporation under authority 
of this section shall have been repaid to the Treasury. 
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SE Af AUTHORIZATION FOR TRANSFER OF PANAMA CANAI TO CORPORATION. 
The President is hereby authorized to transfer to the cor poration the Panama Canal, 
together with the. facilities and appurtenances: related-thereto, and any or all of the 
facilities and appurtenances heretofore maintained and operated by the Panama 
Canal under authority of section 51 of title 2 of the Canal Zone Code, as amended by 

tion 2 of the Act of August 12, 1949 (ch. 422, 63 Stat. 601), and all or so much as 
rmine to be necessary of the pe rsonnel. property, records, related assets, 
ontracts, obl gations and liabilities of or appe rtarning to the said Canal and the 





he may det 


iforesaid facilities or appurtenances, and such transfer shall be deemed to have been 
ted and assumed by the corporation thout the necessity of any act or acts on the 
part of the or poration ¢ cept as otherwise stipulated in the Provisivons of section 246 


of this title 


Sec. 257. AMENDMENT OR REPEAI rhe right to alter, amend, or repeal this 
article is expressly reserved 

Sec. 258. SEPARABILITY CLAUS! If any provision of this article, or the appli- 
cation of such provision to any person or circumstances, is held invalid, the 
remainder of this article and the application of such provision to other persons 
and circumstances shall not be affected thereby 

CuapTrerR 23—Totts ror Use or THE CANAI 
Si j11. Auruority To Prescripe Measurement Rvuves ano Toiis.—The 


Panama Canal Company is authorized to prescribe and from time to time change 


] the iles for the measurement of vessels for the Panama Can ul, and 2 subject 
to the provisions of the section next following, the tolls that shall be le: ved for the use of 
the Panama Canal: Provided, however That the rules of measurement, and the rates 
of tolls, prevailing on the effective date of this amended section shall continue in effect 


until changed as pro ided in this section Provided further, That the said corporation 
shall give six months’ notice, by p thlication in the Federal Regist o of any and all 
proposed changes in basic rules of measurement and of any and all proposed changes 
in rates of tolls, during which period a public hearing shall be conducted: And pro- 


vided further That change s in basic rules of measurement and chanae s in rates of 
tolls shall be subject to, and shall take effect upon, the approval of the President of the 
United States, whose action in such matter shall be final and conclusive. 

Si L412 Bast S OF ToLLs a Tolls on merchant vessels, army and navy 
transports, colliers, tankers, hospital ships, supply ships, and yachts shall be based 
on net vessel-tons of one hundred cubic feet each of actual earning capacity determined 
in accordance with the rules for the measure ment of vessels for the Panama Canal, 
and tolls on other floating craft shall be based on displacement tonnage. The rate of 


tolls on vessels in ballast without passengers or cargo may be less than the rate of tolls 
for vessels with passe ngers or cargo 

b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly as 
practicable, all costs of maintaining and operating the Panama Canal, together with 
the facilities and appurtenances related thereto, including interest and depreciation, 
and an appropriate share of the net costs of operation of the agency known as the Canal 
Zone Government In the determination of such appropriate share, substantial 
weight shall be qiven to the ratio of the estimated gross revenues from tolls to the esti- 
mated total gr ss revenucs of the said corporation excl: sive of the coat of commoditi&is 
rosold, and excli sive of revenues aris ng from transactions within thé said corporation 
or from transactions with the Canal Zone Government 
( Vessels operated by the United States, in luding warships, naval te nders, 
colliers, tankers, transports, hospital sh ps, and other vessels owned or chartered by 
the United States for transporting troops or supplies, may in the discretion of the 
President of the United States be required to pay tolls. In the event, however, that 


such vessels are not required to pay tolls, the tolls thereon shall nevertheless be com- 
puted and the amounts thereof shall be treated as revenues of the Panama Canal 
Company for the purpose of prescrib ng the rates of tolls, and shall be offset against 
the obligations of the svid corporation under paragraphs (c) and (e) of section 246 
of this tit as amended 

/ The levy of tolls is subject to the provisiors of section 1 of article II] of the 
treaty between the United States of America and Great FRritain concluded on November 
Is, 1901 f articles XVIII and XIX of the convention between the United States 
of Amer 1 and the Re public of Panama concluded on November 18, 1903, and of 


article I of the treaty between the United States of America and the Republic of Colombia 
proclaimed on March 30, 1922 
e) Capital investment for interest purposes shall not include any interest during 
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Sec. 14. Except for section 256 of title 2 of the Canal Zone Code, as added by 
section 10 of this Act, this Act shall take effect wpon the effective date of the transfer 
to the corporation, pursuant to the provisions of said section 256, of the Panama 
Canal together with the facilities and appurtenances related thereto. (Sec. 14 of 
Public Law 841.) 

(Portions not italicized in the above reprint were added by Public Law 808. 
Portions deleted were repealed or changed by Public Law 841. Italicized portions 
were added by Public Law 841.) 


APPENDIX C 
Paciric AMERICAN STEAMSHIP ASSOCIATION 
San Francisco 11, Calif 
JUNE 1, 1954. 
MEMORANDUM RE Four ARGUMENTS AGAINST LOWERING TOLLS 
(From 1928 Annual Report, the Panama Canal) 


After commenting on 1928 as the best year of the canal to date, the report 
states what appears to be perfectly natural from a business standpoint: ‘The 
increasing revenues have been made the occasion for proposals that tolls be 
reduced.” 

The report then states that admittedly the toll rate is a matter for Congress, 
but that it is pertinent for the canal administration to advise Congress in the 
matter. The report then states, on page 2: 

“It is pertinent * * * for the administration of the Canal to point out * * * 
that the tolls are lower at Panama than * * * at Suez * * * that reductions 
will benefit foreign vessels in foreign trade as well as United States vessels in 
domestic trade; that the intercoastal lines are competing severely with the rail- 
roads; and a lowering of tolls may cripple the internal transportation system of 
the United States while reducing the Government’s revenue with offsetting 
benefits accruing only to limited special interests.”’ 

Not a single one of the reasons assigned for opposing a tolls reduction appears 
to be based on logic. 

Suez Canal rates are no valid comparison. The Panama Canal was built by 
the United States Government; its management has been headed at all times 
by the military; and its operation has been in the control of and to a substantial 
extent for the benefit of the military. The reasons for building the canal are 
amply set forth by authorities connected with the building. The Suez, on the 
other hand, was constructed by private interest; is so owned now; and yields a 
very fine rate of interest. 

The Suez Canal in 1948 earned $44 million. Annuel dividends have been as 
high as 33 percent per year of the cost of the stock. Its shares are traded on 
the Paris Bourse. It is owned, controlled, and operated by the Compagne 
Universalle du Canal Maritime de Suez 

A benefit to foreign vessels from possible lowered tolls is assigned a bad con- 
notation in the report. This is in direct contradiction to the agreement tha 
the United States meade on a very importent point affecting the commerce of 
the entire world. This argument cen only indicate a failure on the part of the 
framers of that report so to subscribe to the policy of Congress in the treaty 
whereby e2ll nations ere given equel treatment et the Panama Canal. The 
Hav-Pauncefote Treaty (art. III, see. 1) parallels the philosophy of friendship, 
commerce, end navigation clauses in some 31 treaties between the United States 
and other nations, and which have long been eccepted as an ebsolute essential 
for the peaceful development of culture] and commercial intercourse among the 
nations of the world. It states that “The canel shell be free and open to the 
vessels * * * of ell nations * * * on terms of entire equality * * *.”’ 

Severe competition with the railrozds by the intercoastel steamship lines and 
2 possible crippling of the internal transportation system are the last two cautions 
ageinst lowered tolls. 

While fully admitting the tremendous value of our great rail system, it is at 
the least presuming for such a public agency to suggest that tolls charged to 
one industry eas 2 Government utility be kept at a high rate so as to protect 
another industry from competition. 
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And the facts in that regard are so glaring as to make the statement embar- 
rassing. The intercoastal lines never handled more than about 5 percent of 
total transcontinental freight This is hardly “severe’’ competition, against 
which protection must be offered by keeping Government rates at an inordi- 
nately high level 

The statement about “crippling the internal transportation system * * * with 
offsetting benefits accruing only to limited special interests’? seems an ominous 
reference to intercoastal shipping as some foreign element, whereas, as &@ matter 

fact it is as much a part of the “internal transportation system”’ as the rails 

mselves, since it serves only the commerce between points within the United 


APPENDIx D 


Fx planat on of net expenditures as shown on page 21 

Million 
ciable assets 1 $177. § 

d depreciation 1 89. 

Net depreciable assets ' 83 

Nonde prec table assets 1 399. 
Total capital assets | 487, 

venues (representing tolls, civil revenues, and business profits; 


‘$8 appropriation expense, mcluding depreciation 


Net expenditures 
Nonde preciabie assets as above 
Less 
Interest during construction to 1914 
Transferred to Canal Zone government 


Nondepreciable assets per 1952 annual report 


or’s annual r 
51 Governor’s annual 1 


annual report of governo 





